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THE REGULATION OF RENTALS DURING THE 
WAR PERIOD 


Theodore Roosevelt once declared that America cannot be a 
country good, or even safe, for any of us until it is such for all of 
us. Human *ciations have become so intertwined that the security 
of any interest is similarly inseparable from that of many other 
interests. his fact has been demonstrated anew, and with 
compelling clearness, by the recent war. So profoundly did the 
war afiect every section of the population and every phase of life 
that it :orced both separate states and the federal government to 
a lar-~e number of subsidiary activities. Among these were the 
ence .vors to maintain at fair rates the rentals of dwelling prop- 
ertics, to stabilize housing conditions by curtailing the rights of 
iandlords to dispossess their tenants except for legitimate cause, 
ind in general to adjust such grievances of war workers as related 
to their housing accommodations. 


THE CONGESTION IN HOUSING 


Tits causes.—Among the earliest consequences of the war were 
striking dislocations in industry. The demands for manufactured 
products were staggering in their volume, and they needed to be 
met with the utmost speed. Moreover, while a considerable 
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variety of articles was required—-munitions, ships, and means of 
transportation generally, clothing, foodstuffs, etc.—the nature and 
relative amounts of the demands diverged markedly from those 
obtaining under peace conditions. Various lines of industry were 
forced to enormous expansions. Enlarged and new factories, 
desirous of operating with two, or more commonly three, shifts of 
workers, appealed for forces of labor greatly in excess, for the most 
part, of those available in the immediate community. The lure 
of a high wage, along with patriotism and other motives, attracted 
vast numbers of workers and their families from parts of the country 
where labor was in less urgent demand to shipbuilding, munitions, 
and other industrial centers. In consequence, many cities sud- 
denly felt an acute pressure for housing accommodations. 

It so happened, unfortunately, that for years previously the 
volume of new construction, particularly in the way of workmen’s 
homes, had quite generally been inadequate to replace worn-out 
structures and to provide for the normal growth in population. 
The feeling was prevalent in labor circles that home building or 
ownership is undesirable as diminishing the mobility of labor and 
thus increasing the dependence upon particular employers. More- 
over, there came a progression of new or of increased demands 
relating to water supply, sewage disposal, plumbing, heating and 
lighting, and improved standards of life generally. These con- 
spired to increase the cost of houses and thus to make building 
increasingly difficult to workers. As a general rule, furthermore, 
rentals failed to keep pace with costs, so that the net returns to 
landlords showed a downward tendency. In any event, other 
channels of investment came to be more and more preferred, as 
promising to be less troublesome while at the same time more 
secure and more profitable. Funds could be obtained more easily 
and cheaply for other enterprises than for the construction and 
operation of dwellings. The outbreak of the war in Europe brought 
huge war contracts from the allied powers, and this caused a serious 
drain on the labor of the country, reduced as it was through the 
virtual cutting off of immigration. America’s entry into the war 


*See War Emergency Construction: Report of the United States Housing Corpo- 
ration, pp. 15 f., 24. 



































REGULATION OF RENTALS DURING THE WAR PERIOD 3 


created immense additional demands for supplies, while at the 
same time withdrawing hundreds of thousands of workers into 
military service. These conditions, coupled with difficulties and 
delays in securing building materials, brought the construction of 
houses for rental purposes practically to a standstill. 

In America, therefore, just as in other belligerent countries, 
industrial and administrative centers experienced an unusual 
shortage of housing precisely at a time of an unprecedented de- 
mand.' Moreover, inasmuch as the conditions had militated also 
against the proper upkeep and repair of dwellings, the quality of 
the accommodations available to tenants was very commonly far 
from good. 

Its results —The housing situation soon came to be recognized 
as a serious menace to the war program. In no small measure it 
was retarding the output of essential war industries. Factories 
were frequently unable, because of the shortage in housing, to 
secure a full complement of men. Laborers, driven on by the 
dearth of satisfactory and reasonably priced housing accommoda- 
tions, migrated from one center of industry to another. The labor 
turnover assumed alarming proportions, due in part, as investiga- 
tions revealed, to the unsatisfactory housing conditions.? More- 
over, there was an impairment of efficiency due to worry and 
discontent. Time and again rentals were sharply advanced, and 
the advances—perhaps not altogether mysteriously—frequently 
synchronized with the opening of new factories or with announce- 
ments of wage increases. In general, tenants fully realized that 
certain increases were inevitable and justifiable; that landlords 
might legitimately seek reimbursement for any added costs in the 
way of taxes, maintenance, service, and- repairs. But too often it 


For lists indicating 103 cities in which the housing shortage affected the execu- 
tion of government contracts, see Report of the United States Housing Corporation, 
December 3, 1918, p. 41. 


2 Cf. Boyd Fisher, ‘‘Good Housing as a Reducer of Labor Turnover,’”’ National 
Conference on Housing, Housing Problems in America, VII (1918), 147-74. Other 
references on this topic are given in Selected Bibliography of Industrial Housing in 
America and Great Britain During and After the War, p. 11. This bibliography is 
appended to Vol. II of War Emergency Construction, Washington, Government Print- 
ing Office; in the form of a preprint it is available also as a separate folder. 
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appeared that the landlords were taking advantage of the war con- 
ditions to line their pockets at the wage-earners’ expense. For, 
while the costs of labor and material had mounted, rents were 
advanced out of all proportion to them, until they reached figures 
two, three, and even four times those previously in force. Struc- 
tures that had long been vacant because of their run-down condi- 
tion were rented out, in suites of from two to four rooms, to a 
number of families, each of whom was charged the ordinary rental 
of a comfortable cottage." Protests of tenants against increases 
in rentals, or demands for necessary repairs or promised services 
and improvements, were countered by threats of dispossession. It 
was precisely the more skilled workman to whom this situation 
became intolerable. Cases began to multiply in which valuable 
mechanics and foremen in factories having war contracts were 
evicted from their homes solely because of their unwillingness to 
pay grossly exorbitant rentals or their demand that the houses 
they occupied should be sufficiently improved so as not to menace 
the health of their families. 

Besides the aforementioned evils, there was still a further 
objection to the repeated advances in rental. They necessitated 
increases in wages. Under the existing conditions, however, this 
was clearly undesirable. The situation demanded rather the 
removal of all factors which made for an abnormal inflation of 
wages without any increase of the “real’”’ wage. 


PETITIONS FOR RELIEF 


The crippling effects upon industry were so apparent that 
commanding officers of arsenals and navy yards, presidents and 
employment managers of corporations having war contracts, and 
local councils of defense joined with labor unions and individual 
tenants in sending protests to Washington, as well as to governors 
and to state legislatures, and in urging that remedial measures be 

* Roomers were in some instances charged from $4.00 to $6.00 a week for the 
privilege of occupying a berth, during either a day or a night shift, in a room crowded 
with double-deck cots. There were cases in which the monthly rental received exceeded 
10 per cent of the value of the house. There is record of one owner who received a 


rental which, computed for the year, amounted to more than 150 per cent of the 
value of the property. 
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taken. City councils and boards of commissioners not infrequently 
appointed committees to assist individuals and families in finding 
suitable accommodations and to insure to tenants every protec- 
tion afforded by the law. But municipal governments likewise 
found it necessary to petition assistance from both state and 
federal authorities.‘ Reports, letters, and petitions setting forth 


* The City Council of Cleveland, Ohio, for example, adopted the following reso- 
lution: 


WHEREAS, It appears that rentals in residences and dwelling apartments have been advanced through 
this city out of proportion to the increases which have been granted to wage earners; and 

Wuereas, Numerous of these advances are without any justification, for the reason that the 
property has not increased in value, nor the taxes thereon been materially increased; in fact, in some 
cases the values have depreciated, which fact has been taken into consideration by the taxing 
authorities; and 

Wuereas, These causes are creating an undue hardship upon the average wage-earner, who is the 
mainstay of the government, and whose support is essential to the successful termination of the world 
war: Now, therefore, be it 

Resolved by the Council of the City of Cleveland, State of Ohio, that it is the opinion of this Council 
that immediate measures should be taken to regulate the rents, and that a certified copy of this resolution 
be sent to the President of the United States, the senators and the congressmen from this city for their 
consideration, and requesting them to take such action as will be necessary to correct the above con- 
ditions. 


Colonel L. T. Hillman, the commanding officer of the Rock Island Arsenal, 
wrote, under the date of July 10, 1918, as follows: 


The demand for houses has enabled owners not only to demand rents out of all proportion to the 
value of the property and accommodations provided, but it also tempts them to place unreasonable 
restrictions upon tenants, such as prohibition of room renting and housing of children, etc. .... This 
arsenal is daily losing from five to ten men on account of the increase in rents and because of the 
prohibitive clauses, as far as families and children are concerned, demanded by the owners of 
property. .... Prompt action on the above is requested by the Commanding Officer, Rock Island 
Arsenal, in order to relieve a situation which is daily becoming more serious and which threatens the 
successful carrying on of the work that this arsenal is charged with the responsibility of accomplishing. 

In a memorandum dated July 23, 1918, the commandant of the navy yard of 
Mare Island, California, said: 

The uncalled for raising of rentals in Vallejo has given the Navy Yard much embarrassment and has 
been the cause of discontent among the workmen and the inability of the Yard to secure the services of 
good mechanics who would not put up with the treatment to which they had been subjected in Vallejo. 
It is well known that an increase in pay of Navy Yard workmen is invariably followed by an increase in 
rents and other costs of living. Property owners in Vallejo do not base their rents on what might be 
considered a reasonable profit on the investment, but as to how far they can go to extort from workmen 
the major portion of their increasing wages. . . . . This Yard, with its present equipment, could employ 
about 1,500 additional mechanics, and the inability to do so is due purely to the congestion in Vallejo 
and to the fact that comfortable accommodations at reasonable rates cannot be obtained. 


These letters, along with others, and portions of those paragraphs in this paper 
which relate to the housing conditions and to the work of local committees on rent 
profiteering, are included in a report prepared by the present writer for the forth- 
coming Volume I of War Emergency Construction, Housing War Workers: Report of 
the United States Housing Corporation. For further details concerning a number of 
the matters touched upon in this paper, the reader may be referred to this volume. 
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the evils due to the housing shortage and to the resultant profit- 
eering in rents were submitted by the hundreds. 


INCREASING THE SUPPLY OF ACCOMMODATIONS 


The most obvious way of meeting the situation was by in- 
creasing the supply of available accommodations. Toward this 
end various measures were adopted. 

1. In many cities’ large building programs were put under way 
by the federal government. It was recognized, however, that 
construction is costly; that it requires a considerable period of 
time, and must, therefore, be supplemented by other measures in 
cases of emergency; that it involves the use of labor and materials 
which, at the moment, were greatly needed elsewhere; that, with 
the return of peace conditions and the possible efflux of large 
bodies of workers from certain war centers, it might leave these 
cities with an excess of housing which would represent an economic 
loss and undermine real estate values; that the federal govern- 
ment should not engage in the building and operation of industrial 
housing, except in so far as there was no other resource. For these 
reasons the building programs of the United States Housing 
Corporation and the Shipping Board were kept to a minimum. 
The new construction, however, even though not sufficiently 
advanced at the signing of the armistice to house any relatively 
large number of families, nevertheless had a stabilizing effect from 
the beginning in that it gave workers a definite expectation of 
improved conditions and tended to put a certain check upon 
landlords. 

2. The federal government stimulated and aided private 
capital to build houses for war workers. 

3. Extensions or improvements were made in transportation 
facilities so as to render available to workers in congested com- 
munities any unused housing in nearby localities." 

4. Concurrently with, or antecedently to, the foregoing, sys- 
tematized efforts were put forth, under the direction of federal 

' For detailed accounts cf work done in this direction see Report of the United 


States Housing Corporation, December 3, 1918, pp. 14 f., 43 ff.; also the forthcoming 
Volume I of War Emergency Construction. 
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representatives, to bring to the fullest and best possible use all 
the existing housing facilities in war centers. Vacancy canvasses 
were made; property owners and householders were urged—through 
patriotic appeals made by the use of the press, the pulpit, circular 
letters, and posters—to provide homes for individuals and families; 
and comprehensive and up-to-date lists of available accommodations 
were kept in centrally located offices for the use of homeseekers.* 

The various measures just mentioned promised a very con- 
siderable relief. It seemed necessary, however, to attack rent 
profiteering not merely indirectly, through increasing the supply 
of available accommodations, but also directly, that is, through 
legislative and executive action and through carefully organized 
local committees on rent profiteering. 


LEGISLATIVE REGULATION OF RENTALS IN ALLIED COUNTRIES 


In this latter task, as in so many other matters, America had 
an opportunity to profit by the experiences of the nations earlier 
in the war. 

1. France enacted a law, as early as December, 1914, whereby 
the dependents of men with the colors were exempted from the 
payment of rent for a period of six months. This period was 
subsequently extended from time to time until the adoption, on 
March 9g, 1918, of a comprehensive law relating to the cancellation 
or modification of leases and to the payment of rents. By this 


This was the central task of the United States Homes Registration Service, which 
had its origin in April, 1918, and on June 13 following was committed to the supervision 
of a separate division of the Bureau of Industrial Housing and Transportation. Oper- 
ating through local committees, it rendered a very significant service. In the brief 
period of its existence registration bureaus were organized in eighty-eight cities, and 
these reported to Washington a total of 71,481 individuals or families assisted to 
housing accommodations by the end of June, 1919, when federal supervision ceased 
for lack of appropriations. It is estimated that the actual number of placements 
made was fully twice those of which a record was possible and was sent to Washington. 
A somewhat detailed statement of the organization, the methods, and the achievements 
of the United States Homes Registration Service will appear in Volume I of War 
Emergency Construction. See also Report of the United States Housing Corporation, 
December 3, 1918, pp. 12 ff., 39 ff.; also articles by the present writer on “The United 
States Homes Registration Service as a Civic Asset,” The American City, April, 1g19,and 
“The House, the Community, and the United States Homes Registration Service,” 
City and State, March, 1919, and The Chicago Real Estate Board Bulletin, March, 1919. 
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law tenants of small dwellings' who were serving in the army, 
who had been discharged because of wounds or illness, or who 
were receiving military or certain other specified allowances, poor 
relief, or assistance in accordance with a law passed on July 14, 
1905, were entitled to claim exemption from the payment of rent 
during the war and for six months following its termination. 
Moreover, leases could be canceled without indemnity when 
tenants were killed or died while in military service, or if they 
were rendered incapable of continuing their previous occupation, 
or if their business capacity was permanently reduced as a direct 
result of the war. Until six months after the termination of the 
war legal proceedings against mobilized tenants were forbidden; 
for one year following the promulgation of the law, the same 
prohibition applied also to widows and dependents of soldiers killed 
since August 1, 1914, to wives of soldiers officially reported as 
missing, to soldiers discharged because of wounds or illness due to the 
war, and to wives and families of men retained by the enemy in in- 
vaded districts or interned in enemy or neutral countries. Tenants 
were privileged, upon demand, to have their leases extended for two 
years in the case of dwellings, and for a period equal to that from 
their mobilization until the close of the war in the case of business 
premises. Lessors whose tenants were thus freed from liability 
were privileged to receive an indemnity from the state not exceed- 
ing 50 per cent of their losses if their net income did not exceed 
1,000 francs in towns under 100,000 population, 1,600 francs in 
large towns, and 2,000 francs in Paris and the Seine department. 
Owners deprived of a considerable part of their resources and in 
consequence unable to pay mortgage instalments were granted a 
period of delay as might be determined by an agency set up for 
this purpose.” 

2. Great Britain’s first legislation restricting the increase of rents 
and of mortgage interest was enacted on December 23, 1915. The 


* Small dwellings were defined as quarters commanding an annual rental not 
exceeding 500, 350, 250, 150, 100, and 75 francs in the case of unmarried tenants, and 
of 600, 400, 300, 200, 150, and roo francs in the case of married tenants, according as 
the quarters were located, respectively, in Paris and the neighboring district, or 
in communes having over 100,000 population, between 20,000 and 100,000 popula- 
tion, between 5,000 and 20,000 population, between 1,000 and 5,000 population, or 
less than 1,000 population. 


? See the issue for March 12, 1918, of Journal Officiel de la République Frangaise. 
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act was limited in its application to dwellings whose annual rental 
did not exceed £35, £30, or £26, according as they were located, 
respectively, in the metropolitan police district, including the city 
of London, in Scotland, or elsewhere. For the period extending 
from the .date on which the bill was introduced, November 25, 
1915, to six months after the termination of the war, increases 
above the standard rent—presently to be defined—were made 
irrecoverable, except only (a) increases amounting to 6 per cent 
per annum of the cost of any improvements or structural repairs 
made after the declaration of war, (b) any increased outlay over 
the pre-war period in taxes or rates, such as water rent, which are 
really chargeable to the occupants of the house, and (c) increases 
in the mortgage interest arising as a result of demands made prior 
to August 4, 1914. Tenants who, through ignorance or otherwise, 
paid an amount in excess of the above were privileged to recover it 
or to deduct it from rents further payable. By standard rent was 
meant the rent at which the dwelling was let on August 3, 1914; or, 
if it was not then rented, the last previous rent; or, if rented only 
later, the first rent that was charged. It was stipulated further 
that no tenant could be evicted so long as he continued to pay rent 
at the agreed rate as modified by the act and to perform the 
other conditions of the tenancy, except on the ground that he 


has committed waste or has been guilty of conduct which is a nuisance or an 
annoyance to neighboring occupiers, or that the premises are reasonably 
required by the landlord for the occupation of himself or some other person 
in his employ, or in the employ of some tenant from him, or on some other 
ground which may be deemed satisfactory by the court. 


As a protection to the landlords who were restricted in their rental 
charges, it was provided that mortgages on their property might 
not be called in so long as the interest was promptly paid and the 
equity was not impaired through lack of repairs; nor could the 
rate of interest be increased beyond that in force on August 3, 
1914, or, in the case of a mortgage of a later date, beyond the 
original rate." 

* Great Britain’s ‘Increase of Rent and Mortgage Interest (War Restrictions) 
Act, 1915,” and certain later amendments are reproduced in the published Hearings 


before the United States Senate Subcommittee on the District of Columbia on the Bill 
H.R. 9248, pp. 57 fi. 
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3. New Zealand passed a War Legislation Amendment Act 
in 1916 which departed from the provisions of the British act just 
mentioned in only relatively insignificant details, which need not 
here be enumerated.’ 

4. New South Wales, however, proceeded along markedly 
different lines. Instead of prohibiting increases in rental beyond 
specified rates, it established “fair rents courts,’’ consisting of a 
stipendiary or police magistrate, appointed by the governor upon the 
recommendation of the public service board and sitting at such 
times and places as the governor might direct. The Fair Rents 
Act, No. 66, 1915, adopted on December 29, 1915, was made 
effective on January 1, 1916. It was restricted in its application 
to localities appointed by the governor and proclaimed in the 
Gazette; also to dwellings subject to a lease made either before or 
after the commencement of the act for a term not exceeding three 
years, at a rent not exceeding £156 a year, though including 
dwellings which at any time during a period of six months before 
the passing of the act had been rented for not more than £156 a 
year. If coming within this sphere of application, lessors or 
lessees who paid or tendered all rent payable under the lease were 
privileged to apply to the court for a determination by it of the 
fair rent. The rent so determined was to be effective as from a 
date not earlier than the date of the application to the court up 
to a time not less than six months or more than three years (accord- 
ing as the court might decide) after the decision. In computing 
the rental the court was instructed first to ascertain the value of 
the property. This was to be done by adding to the bona fide 
value of the land the estimated cost (at the time of the applica- 
tion) of erecting a similar dwelling, and by then deducting a reason- 
able sum for depreciation. The fair rent was to be determined 


at a rate at not less than the rate of interest . . . . for the time being charged 
upon overdrafts by the Commonwealth Bank of Australia and not more than 
two and a half per centum above such last-mentioned rate, on the capital 
value of the dwelling house determined as aforesaid plus the annual rates 
and taxes on the same, plus the amount estimated to be required annually 
for repairs (including painting), maintenance and renewal, and plus insurance 


* See ibid., pp. 65 fi. 
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of any buildings, and plus an amount estimated to be the annual depreciation 
in the value of the buildings, if such depreciation diminishes their letting value, 
and plus such amount, if any, as the courts may deem proper to be allowed 
for the estimated time per year when the dwelling house may be untenanted: 
Provided, That excepting where circumstances which render an increase 
equitable are proved to the satisfaction of the court, the fair rent shall not 
exceed the rent at which the dwelling was let on the first day of January, one 
thousand nine hundred and fifteen. 


Further sections protect the lessee from an increase of rent and 
from eviction during the pendency of an application to the court; 
forbid further application to the court during a period in which 
a determination is in force except as to lessors who satisfy the 
registrar of the court that substantial alterations or additions 
have been made since the determination of the rental, or that 
there are otherwise largely increased costs in connection with the 
property; subject those letting their properties at, or knowingly 
receiving, sums in excess of the determined fair rental to a penalty 
not exceeding £20, and those who by threats endeavor to prevent 
or dissuade lessees from making or prosecuting an application to 
the courts to a penalty not exceeding £50. For other offenses of 
a similar sort the law likewise provided penalties." 


LEGISLATIVE AND EXECUTIVE ACTION OF STATE AUTHORITIES 


The earliest legislative action to be taken in the United States 
was on the part of separate states and was radically different in 
character from any thus far described. On March 13, 1917, and 
thus just prior to America’s declaration of war, the Delaware 
legislature passed an amendment making more specific the manner 
in which notices terminating leases must be served.? Disregarding 


* See ibid., pp. 61 ff. I find among my notes, made many months ago, a descrip- 
tion which I cannot now verify of the following temporary government regulations 
regarding rentals adopted in Russia after the outbreak of the war: (1) Rents as 
before August 1, 1914, might be increased 15 per cent in the case of houses rented 
before 1912; 25 per cent in the case of houses rented since 1912. (2) Increases were 
further allowed in an amount to cover advances in the cost of fuel and of service; 
also special repairs and alterations. (3) Many restrictions were placed on evictions. 
Special rent inspectors and municipal rent courts were appointed to settle disputed 
cases. (4) The foregoing provisions did not apply to hotels and lodging houses of over 
ten rooms. As respects them, prices might be established by the city governments. 


2 See Laws of Delaware, chap. 260, p. 848. 
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this measure as not designed to meet a specific war emergency, 
the first legislation affecting rentals was enacted in Maine on 
April 7, 1917, to go into effect on July 7, 1917. 

1. Maine.—The act just mentioned provided that any action 
against a person in the service of the United States or of Maine 
during the existing war should, upon the request of the defendant, 
be continued without cost to either party until the expiration of 
the defendant’s term of service; also that personal property to 
the amount of $1,000 in addition to that already exempted by law 
should be exempt from attachment or service. The sole exceptions 
to the former provision were proceedings upon official bonds; 
actions in which the party in the service was jointly liable with a 
partner or person not in the service; and cases in which the court 
“‘may be satisfied that great injustice would be done by such con- 
tinuance.”’ The exceptions to the latter provision were personal 
property held in parinership and that ‘‘whereon attachment had 
been made upon mesne process prior to the date of enlistment of 
the defendant.’’* <A further act, passed and put into effect on 
April 7, 1917, provided that “whenever the governor shall believe 
it necessary or expedient for the purpose of better securing the 
public safety or the defense of the state, he may take possession’”’ of 
any buildings, machinery, or equipment (in addition to various 
other enumerated articles) “which may be necessary or convenient 
for the use of the military or naval forces of the state or of the 
United States, or for the better protection of the state or its in- 
habitants.”” The owner of the property was, of course, insured a 
reasonable compensation.? 

2. Connecticut.—Connecticut likewise enacted war-emergency 
legislation in 1917. Relying on the authority thus granted, 
Governor M. H. Holcomb, on May 1, 1918, sent a special com- 
munication to the prosecuting agents and to the courts having 
jurisdiction over summary processes. Mentioning the evils due 
to rent profiteering, he continued: 

The State Council of Defense . . . . has with my approval taken action 
in this matter and among other things has passed the following votes: Voted 

* Emergency War Measures Enacted by the Seventy-eighth Legislature of the State 
of Maine, chap. 273, secs. 1 and 2. 

2 Ibid., chap. 284, secs. 1, 5, 6, 7. 
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That this Council request the Governor to request the courts appointing prose- 
cuting officials that they require such officials to see that all laws and municipal 
ordinances relating to the public health be rigidly enforced, and that the 
Governor be requested to notify all such prosecuting attorneys and all grand 
jurors that they make special endeavors to have all laws and municipal ordi- 
nances enforced, and that he will hold them to a strict performance of this 
public duty. Voted, That the Governor be requested to issue a request to all 
courts having jurisdiction of actions of summary process that they cause 
prosecuting attorneys or grand jurors in their jurisdiction to be given notice 
of such actions within their jurisdiction and by requiring such officials to appear 
in said action, investigate each case, and if it appears that the national in- 
terest or public safety is seriously jeopardized by unreasonable and exorbitant 
rent charge for the non-payment of which eviction is sought, that such officials 
move for the continuance of the case until the present emergency is passed, 
provided the tenant shall tender to his landlord in full payment of rent due, 
such amount as said officials shall determine to be the fair rental value of said 
premises due..... I beg to call attention to .... the provisions of Sec- 
tion 44 of the Public Acts of 1917 under which I am directed to render to the 
Government of the United States in the presert crisis any assistance within 
the power of the State, and to that end and for the purpose of providing for the 
public safety, I am authorized to exercise any and all power convenient or 
necessary in my judgment, and under which it is the duty of every public 
official in the State to furnish to me such information and assistance as I may 
require in the execution thereof. 


Supplementing the above action, rent commissions consisting of 
three representative citizens were appointed for the cities of 
Bridgeport, Derby, Groton, Hartford, New Haven, New London, 
Seymour, and Waterbury. These commissions received complaints 
and, in so far as the latter seemed justifiable, they exercised their 
authority and moral influence toward effecting a reasonable and a 
satisfactory adjustment. 

3. Massachusetts —On May 26, 1917, the legislature of Massa- 
chusetts approved an act containing provisions similar to those 
mentioned above as enacted by Maine, though somewhat more 
sweeping in that the governor is empowered to take possession “of 
any land or buildings’ —in addition to other things—whenever he 
“shall believe it necessary or expedient for the purpose of better 
securing the public safety or the defense or welfare of the common- 
wealth.”* It was in virtue of the special authority thus granted 


* General Acts, 1917, chap. 342. The word “welfare” is italicized by the writer 
to bring out the difference between this provision and the corresponding one in the 
legislation of Maine. 
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him, that on August 28, 1918, (Acting) Governor Calvin Coolidge 
issued a proclamation in which, after calling attention to the 
injury caused by unjust rentals and evictions to the public safety 
and welfare, he stated: 

Now, therefore: I, Calvin Coolidge, Lieutenant Governor, Acting Gov- 
ernor, by virtue of the authority vested in me by chapter 342 of the General 
Acts of 1917, having determined that circumstances warrant the exercise of 
the powers hereinafter mentioned, do hereby, with the approval of the council, 
confer upon the following named person, to wit: Henry B. Endicott, Executive 
Manager of the Massachusetts Public Safety Committee, the power and 
authority in the name of the Governor of the Commonwealth to take pos- 
session of any buildings and so much of the land of the owners of such build- 
ings adjacent thereto as he may determine, which buildings are or may be 
occupied by workmen or the families of workmen employed in the production 
of munitions of war, ships, or articles, materials, or substances directly or 
indirectly used or employed in the prosecution of the war, for such time and 
in such manner as he shall deem for the interest of the Commonwealth or its 
inhabitants, together with the power and authority granted by section 23 of 
said act to conduct any investigation he deems expedient with reference to 
housing facilities for war workers, to publish, as therein authorized, any data 
obtained, and in making such investigation to exercise all the powers which 
might be exercised by the Governor by virtue of said section in aid thereof. 
And I do hereby direct him forthwith to prepare and publish rules and regula- 
tions governing the conduct and action of such landowners and landlords with 
reference to such properties and tenants, in default of the observance of which 
the powers hereby conferred will be exercised. 


No rules or regulations of this latter sort, however, were ever 
published or adopted. It was found that the issues involved were 
so complicated and the cases so diverse as to make extremely difficult 
the formulation of any general rules which would not involve hard- 
ship or injustice to particular landlords or tenants. Tenants com- 
plaining of exorbitant rental or of eviction and applying to 
Mr. Endicott for redress were required to present the relevant 
facts on a specially provided blank, which contained space also for 
the signature of the employer approving the application made 
by the tenant. Each case was then dealt with on its own 
merits. 

4. New Jersey —In New Jersey, where likewise the chief 
executive was given added powers through an Emergency War 
Act passed in 1917, Governor W. E. Edge issued a proclamation, 
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on October 5, 1918, calling for complaints concerning rent profiteer- 
ing and illegitimate eviction, and saying, in part: 

The trouble has been not that local authorities are disinclined to prosecute 
but rather that the authority for prosecution has been difficult to find. I pro- 
pose to find the remedy even if it is necessary to proceed under the broad 
executive powers granted by the act of 1917; but it seems to me that the un- 
reasonable figures of rentals come within the criminal classification of the 
receiving of monies under false pretenses and as such constitute an act which 
may properly be brought to the attention of the grand inquests in the 
counties.* 

The complaints received were referred to the county prosecutors 
of the pleas with the request that they be individually investigated 
and, if found substantial, be returned to the governor with the 
proper affidavits. These cases were then referred in turn to the 
United States Housing Corporation for such action as was found 
possible in co-operation with New Jersey officials. In some sections 
of New Jersey, moreover, particularly in Hudson County, the 
judges of courts having jurisdiction in landlord and tenant cases 
agreed to suspend judgment of eviction in cases in which regularly 
established and representative local committees of investigation 
reported, upon careful consideration, an element of profiteering. 

5. Nevada.—The 1917 session of the Nevada legislature modi- 
fied the law relating to notices in the case of rentals from month to 
month in such a way as to insure to tenants at least fifteen days’ 
notice. Though not made in contemplation of war needs in par- 
ticular, this provision became operative and was serviceable during 
the war. 

6. Virginia.—On March 16, 1918, the General Assembly of 
Virginia enacted a statute providing that all legal proceedings, 
civil or criminal, in which one of the parties is engaged in the 
military service of the United States should be continued during 
the period of such service.” 

While the war period, happily, was otherwise very fruitful in 
the way of general building and housing legislation, more especially 
in Michigan, Minnesota, Iowa, Wisconsin, New York, Pennsylva- 
nia, and Indiana, the statutes above referred to seem to represent 


1 Quoted from Housing Betterment, October, 1918, p. 45. 
2 Laws of Virginia, chap. 376. 
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the sum total of all state legislation relating to the regulation of 
rentals or of the conditions of eviction during the stress of the war. 
The acts passed in 1917 by the special session of the Maryland 
legislature present something of an anomaly. Chapter 22 provides 
for the suspension or stay during the continuance of the war of 
proceedings at law or in equity by or against persons who are in 
some form of national service connected with the prosecution of 
the war. Chapter 23 grants a suspension or stay during the con- 
tinuance of the war of 
any judgment, order or decree, levy, right of entry or foreclosure, lien, power 
of sale, forfeiture or default, on application by or on behalf of persons against 
whom or against whose property interests the same may be executed or en- 


forced, and who are unable, by reason of circumstances directly attributable 
to the present war, to make payment or satisfaction thereof. 


Both acts provide for three exceptions, and these include “the 
recovery of rent,’”’ as well as “the recovery of wages or salary,” 
and “‘monies due in any trust or fiduciary capacity.”’ 

Summary.—Specific war legislation involving a regulation of 
rentals and evictions was thus confined to five states. The central 
features of the statutes were the prohibition of legal actions against 
persons in the military service of the United States and the grant- 
ing of special authority to the governor whereby he was empowered 
to requisition buildings under certain conditions and in accordance 
with prescribed methods. In Massachusetts this authority was 
delegated to the executive manager of the Massachusetts Public 
Safety Commission, to whom the power proved of help in inducing 
landlords to abate unreasonable demands. In eight cities of 
Connecticut rent commissions were appointed for the purpose of 
adjudicating complaints and of doing everything possible under 
the law or by moral suasion toward preventing rent profiteering. 
In both Connecticut and New Jersey, courts having jurisdiction 
over cases of eviction were requested to suspend judgment when- 
ever the public safety or welfare was being threatened as a result 
of exorbitant demands on the part of the landlord. 

Thus the action taken was much more conservative than that 
of France, which not only forbade or continued legal proceedings 
involving men with the colors but also provided, in certain cases, 
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for exemption from the payment of rent and for the cancellation 
or extension of leases; more conservative also than the legislation 
of Great Britain and of New Zealand whereby increases in rental 
and evictions were very sharply restricted; more conservative even 
than the act of New South Wales establishing fair-rents courts 
definitely instructed with reference to the net returns which might 
be allowed to landlords. 


FEDERAL LEGISLATION 

The requisition of dwellings —On March 1, 1918, Congress voted 
authority to the United States Shipping Board Emergency Fleet 
Corporation to purchase, lease, requisition (including requisition 
for use), or condemn land and houses for housing purposes for the 
use of Corporation employees; also to construct, sell, lease, or 
exchange such houses, and to make loans to persons or corpora- 
tions, for a period not to exceed ten years, to provide housing 
facilities. The power thus given to requisition houses or the use 
of houses, as might be necessary for shipyard workers, was employed 
only rarely, but it gave the Corporation a powerful weapon toward 
protecting its employees against extortionate rentals or unjust 
eviction. For even though adequate provision was made for just 
compensation in cases of requisition, landlords almost invariably 
acceded to reasonable terms in preference to being deprived of the 
control of their property. In Wilmington, Delaware, for example, 
the Corporation, up to August 28, 1918, succeeded in settling 275 
complaints of profiteering with fairness to all and was compelled 
to requisition the temporary use of only two houses.’ 

Additional powers of requisition were created by the Urgent 
Deficiencies’ Act, 40 Stats. 345, which empowered the President 
to acquire or provide facilities additional to those now in existence for the 
construction of torpedo-boat destroyers, their hulls, machinery, and appur- 
tenances, including the immediate taking over for the United States of the 
possession of and title to land, its appurtenances and improvements, which he 
may find necessary in this connection. 

By threatening to recommend to the Department of the Navy 
the use of this power, employment managers, city officials, local 


*See Hearings before the Committee on Public Buildings and Grounds (House of 
Representatives) on H.R. 12818 (also H.R. 12835), p. 15. 
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committees on rent profiteering, the U.S. Homes Registration 
Service, and committees on housing generally, were able, in hun- 
dreds of cases, to dissuade landlords from gouging or dispossessing 
tenants engaged in work connected with the construction of torpedo- 
boat destroyers. In cities where such work was considerable, 
moreover, the law, in its effect, served to stabilize housing condi- 
tions generally. 

The authority given the President on May 16, 1918, to expend 
$60,000,000 (appropriated on June 4, 1918, and, on July 8, 1918, 
increased to $100,000,000) toward the housing of industrial workers 
engaged in arsenals, navy yards, or essential war industries led 
to the formation, on June 4, 1918, of the Bureau of Industrial 
Housing and Transportation in the Department of Labor and, on 
July 25, 1918, of its executive agent, the United States Housing 
Corporation. Objections in the Senate, however, had led to the 
elimination from the legislation basal to the Bureau of Industrial 
Housing and Transportation of a provison which would have 
granted powers of requisition similar to those enjoyed by the Ship- 
ping Board. Through the establishment of local agencies, as will 
later be described, the Bureau achieved decided success in combat- 
ing rent profiteering. Nevertheless, there were numbers of stub- 
born cases, and the local agencies felt it imperatively necessary 
that there be legal authority which they might invoke. On August 
29, 1918, therefore, Representative Clark, of Florida, introduced 
into the House a bill empowering the President to designate 
areas where workers reside who are engaged in essential war 
industries. Within these areas the President (through such 
agency as he might designate) was authorized to investigate com- 
plaints of excessive rental. If these complaints were discovered 
to be well founded and if the lessor, after due notice, refused to 
accept a rental which the designated agency deemed reasonable, 
then, and in that event only," the latter was empowered to requisi- 
tion the property for a period not to extend beyond the close of 
the war, and to lease it to such person and upon such terms as it 
might determine. The bill provided that a just compensation be 


* The power stipulated, thus, is not as sweeping as that which had been granted 
the Shipping Board. 
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paid by the government for requisitioned property, but it left 
undetermined the method by which this was to be computed 
except to say that the rental as of August 1, 1914, was to be taken 
into account. Unfortunately, action upon this bill was delayed 
with the result that the armistice came before it reached a vote. 

Soldiers’ and Sailors’ Civil Relief Act.—The comprehensive, 
though tardily executed, Soldiers’ and Sailors’ Relief Act of March 
8, 1918, contained important stipulations concerning rentals and 
evictions, as follows: 


That no eviction or distress shall be made during the period of military 
service in respect of any premises for which the agreed rent does not exceed 
$50 per month, occupied chiefly for dwelling purposes by the wife, children or 
other dependents of a person in military service, except upon leave of court 
granted upon application therefor or granted in an action or proceeding affect- 
ing the right of possession. 

On any such application or in any such action the court may, in its dis- 
cretion, on its own motion, and shall, on application, unless in the opinion of 
the court the ability of the tenant to pay the agreed rent is not materially 
affected by reason of such military service, stay the proceedings for not longer 
than three months, as provided in this Act, or it may make such other order as 
may be just. 

Any person who shall knowingly take part in any eviction or distress 
otherwise than is provided in subsection (1) hereof shall be guilty of a mis- 
demeanor, and shall be punishable by imprisonment not to exceed one year 
or by fine not to exceed $1,000, or both. 


Further provisions safeguard the interests and rights of those 
in the military service on the occasion of any legal proceedings 
whatsoever that may be commenced against them. 

Measures restricted to the District of Columbia.—So far as 
government employees and those engaged on war contracts were 
concerned, the most obvious need for protection existed within the 
District of Columbia. The situation there brought on by the 
enormously large additions to the personnel of the various federal 
departments was peculiarly acute by reason of the fact that in 
Washington the percentage of renters and roomers has always been 
exceptionally large. Taking into account the further fact that the 
District of Columbia is under the immediate government of the 
federal authority, it is not unnatural that the first bills to be 
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introduced into Congress for the purpose of regulating the rentals 
of people as a whole had reference to the District of Columbia. 

On February 23, 1918, Mr. Tinkham proposed a bill providing 
for the appointment by the President of a Rent Administrator, 
who shall be a citizen of the United States and resident of the District of Colum- 
bia, who shall have full power and authority, under the direction of the 
President, to revise and change and (or) to fix, upon request of any party or 
person in interest, or otherwise as the Rent Administrator may determine, 
the amount of rent which can be lawfully charged and received for the use and 
occupation of any real estate in the District of Columbia which is now or may 
hereafter be rented, leased, sub-leased, used, or occupied by any party or 
person; and any and all orders of the Rent Administrator revising and chan- 
ging existing rents shall relate back to and take effect as of the date of the 
approval of this Act by the President: Provided, That any party in interest 
may prosecute an appeal from any order of the Rent Administrator to the 
Board of Rent Appeals provided for in this Act, under and in accordance with 
such rules and regulations that may be made respecting appeals; and until such 
appeals shall be decided by the Board of Rent Appeals the order of the Rent 
Administrator shall be superseded by the appeal. 


On March 12, 1918, and thus only shortly after the introduc- 
tion of the Tinkham bill, the House of Representatives passed a 
much more radical measure drafted by Mr. Ben Johnson, a member 
from Kentucky. This bill provided that, until one year after a 
treaty of peace with Germany, there should be an annual tax of 
100 per cent on all income from real estate? in the District of 
Columbia received after April 1, 1918, in so far as this was more 
than to per cent in excess of that for a like period during the year 
immediately preceding September 30, 1916; or, in case no income 
was then received, was more than to per cent of the value of the 
property (as determined by the assessor o1 the District of Columbia 
for the purposes of the act) plus the actual costs to the landlord 
of heat, light, and elevator service furnished by him. An addi- 
tional deduction from the gross income was allowed of an amount 
equal to 10 per cent of the actual cost of any improvements— 
other than repairs necessitated by the ordinary wear and tear— 


* See H.R. 10202, sec. 4, Sixty-fifth Congress, second session. 

2 Real estate was defined as including “lands, buildings, parts of buildings, hotels, 
houses, dwellings, apartments, rooms, suites of rooms, and every other improvement 
or structure whatsoever on land situated and being in the District of Columbia.” 
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made since September 30, 1916. Persons subject to the tax were 
required to make returns, at fixed periods, on special forms. Taxes 
and penalties stipulated by the,law were made superior liens 

on the property, both real and personal, from the use or occupancy of which 
the taxable income has been derived: Provided, however, That the entire 
personal property, without any exemption whatever, shall be exhausted be- 
fore the real estate is proceeded against for either taxes or penalties.* 

After its passage by the House, the Johnson bill came to hear- 
ings before a Senate Committee. Real estate owners and agents 
and representatives from various organizations from the District 
of Columbia were present to voice their objections. Some of the 
points stressed were: (1) legislation should not be restricted to 
the District of Columbia but, if enacted at all, should apply to the 
country at large; (2) legislation should not proceed by indirection, 
that is, it should not be along the lines of a taxation measure but 
of a criminal statute; (3) no attempt to fix rentals should be made 
except in cases of actual complaint; (4) by setting a fixed rental 
the bill lacks the plasticity, for example, of the one introduced by 
Representative Tinkham, and fails entirely to provide for possible 
and probable changes in conditions; (5) it is unfair to penalize an 
owner by a lien on his property when it is the tenant who charges 
more than the stipulated rental in subletting or in renting rooms; 
to do this, moreover, would cause many owners to withdraw their 
property from rent and would therefore render the housing con- 
gestion even more serious than it already was; (6) the bill discrimi- 
nates in favor of those who have made a practice of renting houses 
and rooms before September, 1916, as against those who did so 
since then or would in the future be willing to do so; for the rental 
received immediately prior to September 30, 1916, plus 10 per cent 
exceeds a rental equal to 10 per cent of the value of the property; 
(7) the bill would discourage the building of new structures for 
rental purposes; (8) the room rent which it allows would be so 
small as to keep many householders from letting out their rooms; 
(9) the actual conditions are so variable and so complex as to 
make unjust, in great numbers of cases, any law as general as the 
one proposed; (10) the 1o per cent allowed in excess of rentals 


t H.R. 9248, sec. 3, Sixty-fifth Congress, second session. 
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immediately prior to September 30, 1916, is inadequate to meet 
the increased costs; (11) the particular date selected for the base 
is unjust, inasmuch as many structures were at that time vacant 
and rents were therefore abnormally low—so low, in many cases, 
as not to give the owner any, or at least but a very inadequate, 
return on his investment.’ 

Though Representative Johnson defended his bill vigorously, 
it was presented to the Senate with an amendment in the nature 
of a substitute, and was in this form passed on May 11, 1918. 
This amendment recurred to the plan of a Rent Administrator, 
appointed by the President. Similarly to the New South Wales 
Act, however, it made certain stipulations with respect to what 
rentals should be allowed. These were not to exceed the rents in 
force on October 1, 1917;? or if the property was not then rented, 
the last rental before that date; if rented only after that date, 
the rental might not exceed 7 per cent net on a valuation equal 
to the assessed valuation for taxation plus 50 per cent. Increases 
in rent might be allowed amounting to 7 per cent per annum on 
improvements or structural alterations other than decoration and 
repairs. Should the rent permitted by the foregoing provisions fail 
to yield 7 per cent per annum net on the valuation as above 
appraised, it might, upon application of the landlord, be increased 
by the Rent Administrator to a figure not to exceed this amount. It 
was stipulated that in fixing rents account should be taken of taxes 
and assessments, actually incurred costs of reasonable repairs and 
maintenance, as well as of insurance, light, heat, water, elevator 
and other service, and of losses through depreciation and non- 
occupancy. ‘Thus, whereas the Johnson bill restricted the gross 
return from rented dwelling property, the Senate Amendment, 
sometimes known as the Pomerene bill, attacked the practice of 
rent profiteering by limiting the nef return which owners might 
be allowed to secure. Rents in excess of those provided by the 
act were declared void; if paid after the passage of the act, they 


« See Hearings before the Subcommittee on the District of Columbia (U.S. Senate) 
on the Bill H.R. 9248. 
2 A date only one day later than that set by the Johnson bill, but the beginning 


of a new rental year. 
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were made recoverable. Provision was made for appeal from the 
findings of the Rent Administrator to a Board of Appeal, and again 
from the latter to the Supreme Court of the District of Columbia. 
It was further stipulated that houses or buildings unoccupied 
during the three months preceding the passage of the act, or for 
a period of three months after the passage of the act, might be 
commandeered by the President and used for war or government 
purposes. The bill contained a further important section which, 
with slight modifications, became the Saulsbury Resolution, pres- 
ently to be quoted. 

In connection with the making of arrangements for a meeting 
of the Senate and House conferees on the Johnson bill, Mr. Johnson 
urged the following series of questions, which forcibly bring out 
his objections to the Senate bill and, by implication, his defense 
of a bill along the lines of that drawn up by him and adopted by 
the House: 


1. Are you unalterable in your purpose to create a Rent Administrator ? 

2. If so, are you unalterable in your purpose not to intrust the work 
with anyone unless he be a resident of the District of Columbia ? 

3. Are you unalterable in your purpose not to permit the President to 
select a Rent Administrator for the District of Columbia just as he selected 
a Food Administrator and Fuel Administrator, i.e., without your consent and 
approval ? 

4. Are you unalterable in your seeming purpose to permit profiteering 
in house rents by imposing a fine less than the amount of the profiteering; or 
will you accept some plan like that recently suggested by the President in 
his message to Congress whereby all the money taken in a profiteering trans- 
action shall be surrendered ? 

5. Are you unalterable in your adherence to that part of the Senate 
Bill which will compel the tenant to leave his work as often and as long as it 
would be necessary for him to leave it in order to prosecute or defend the 
several appeals allowed ? 

6. Are you unalterable in your purpose not to fix a gross return to the 
landlord; but, instead, to give him a “net” return, notwithstanding the fact 
that thereby the landlord would have no interest whatever in keeping down 
the operating expenses of the premises ? 

7. Are you unalterable in your purpose to saddle upon the tenant the 
cost of permanent street and similar improvements to the real estate alone, 
notwithstanding the fact that the erstwhile tenant enjoys the building alone ? 

8. Are you unalterable in your purpose to compel the tenant to account 
for “‘vacancies”’ in the house and “depreciation” of the house and not allow 
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him to offset that by the growing increase in the value of the land upon which 
the house stands ? 

9. Are you unalterable in your purpose to permit a landlord to profiteer 
with a business house because it may once have been used as a residence ? 

ro. Are you unalterable in your purpose to fasten the present annual 
rates of rental on the tenant by fixing the rates in effect on the first day of 
last October as a basis ? 

11. Are you unalterable in your purpose that the rental for furniture 
shall be as much as 30 per cent of its value ? 

12. Are you unalterable in your seeming purpose not to punish profiteer- 
ing corporations to the same extent that you would individuals who profiteer ? 

13. Are you unalterable in your seeming purpose to exempt “the original 
landlord”’ from all the provisions of the bill by your definition of “landlords” ? 

14. If you are unalterable in your seeming purpose to adhere to the 
remedy of “fine” instead of that of “taxation,” as set out in the bill passed 
by the House, would you be in favor of having a fine levied on all those who 
violate any provision of the Act, or would you insist upon limiting it to those 
only who evade or attempt to evade its provisions ? 


By reason of these questions, of a further letter addressed by 
Mr. Johnson to the Senate conferees, and of remarks seriously 
reflecting “upon the honor and integrity of the Senate,” the Senate 
passed a resolution on June 4, 1918, excusing its conferees on the 
bill from further service. On September 6, the Senate incorporated 
the provisions of its substitute bill as an amendment to the House 
Bill No. 11945, ““An Act to Enable the Secretary of Agriculture to 
Carry Out, During the Fiscal Year Ending June 30, 1919, the 
Purposes of the Act Entitled ‘An Act to Provide Further for the 
National Security and Defense by Stimulating Agriculture and 
Facilitating the Distribution of Agricultural Products.’” But 
neither this amendment nor the Johnson bill ever became a law. 

In the meantime, however, on May 31, 1918, the serious con- 
sequences of the housing congestion in the District of Columbia 
were so apparent as to compel the passage of a joint resolution to 
the following effect: 

That until a treaty shall have been definitely concluded between the 
United States and the Imperial German Government, unless in the meantime 
otherwise provided by Congress, no judicial order, decree, or judgment for the 
recovery of possession of any real estate in the District of Columbia, now or 
hereafter acquired by oral or written agreement of lease for one month or any 
longer period, or for the ejectment or dispossession of a tenant therefrom, 
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shall be made, and all leases thereof shall continue so long as the tenant 
continues to pay rent at the agreed rate and performs the other conditions of 
the tenancy which are not inconsistent herewith, unless the tenant has com- 
mitted waste or has been guilty on the premises of conduct which constitutes 
a nuisance or a breach of the peace, or other misdemeanor or crime, or that the 
premises are necessarily required by a landlord or bona fide purchaser for 
occupation either by himself or his wife, children, or dependents while he is 
in the employ of or officially connected with any branch of the government, or 
where the property has been sold to a bona fide purchaser for his own occu- 
POMEY. «0 « « That the term “‘real estate” as herein used shall be construed to 
include any and all land, any building, any part of any building, house, or 
dwelling, any apartment, room, suite of rooms, and every other improve- 
ment or structure whatsoever on land situated and being in the District of 
Columbia. 


This measure, known as the Saulsbury Resolution, was designed 
but to pave the way for more comprehensive legislation. It so 
happened, however, that no subsequent legislation was enacted. 
The constitutionality of the Saulsbury Resolution was attacked 
time and again, but is was upheld by the courts and the measure 
proved of inestimable value in stabilizing housing conditions in 
the District of Columbia. 

Measures proposed for the country at large-——The first serious 
legislative attempt to strike at rent profiteering throughout the 
country as a whole was the Darrow bill, introduced into the House 
of Representatives on June 10, 1918. The shaping of this measure 
was guided by the legislation of Great Britain. The bill was 
made applicable to all municipalities having a population of 30,000 
or more, according to the census of 1910, and to such other areas 
as might be designated from time to time by the President, though 
restricted to housing accommodations whose normal rental did 
not exceed $50 per month. ‘‘ Normal rental” was defined as the 
agreed rental on April 6, 1917; or, if the premises were not then 
rented, the last previous agreed rental; or, if the premises had not 
been rented previously, the first subsequent agreed rental. Except 
by an amount to cover any increases in taxes, rents in excess of 
the normal rent were prohibited except through a written agree- 
ment between lessor and lessee, or upon leave of the District 
Court; nor, without such leave, could any eviction be made. The 
court was authorized in its discretion to stay proceedings for not 
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longer than three months, or to make such other order as might 
be just. During the hearings on this bill before a subcommittee 
of the Committee on the Judiciary, various amendments and addi- 
tions were suggested, but neither these nor the bill reached a vote. 

The only further attempt at general legislation which requires 
mention—other than the Clark bill already described under the 
topic of “The Requisition of Dwellings’—was made on June 21, 
1918, when Mr. Crosser introduced into the House of Representa- 
tives a bill patterned very closely after the Johnson bill drafted for 
the District of Columbia. No action, however, was taken on the 
Crosser bill. 

As concerns the country at large, therefore, the only federal 
legislation regulating rentals and evictions was that mentioned 
above under the headings “The Requisition of Dwellings,” and 
“Soldiers’ and Sailors’ Civil Relief Act.”’ 


LOCAL COMMITTEES ON RENT PROFITEERING 


Reference has already been made to local committees, com- 
missions, and agencies called into being for the purpose of curbing 
the practice of rent profiteering. These committees played so 
important a réle that their organization, methods, and achieve- 
ments deserve a somewhat detailed account. Because of the dearth 
of legislation, the burden of the task rested upon them. 

Organization and methods of procedure.—During the spring of 
1918 the grievances of tenants in New London, Connecticut, became 
so serious and so numerous that the Bureau of Industrial Housing 
and Transportation, to whom the complaints came, took up the 
matter with the War Labor Policies Board. The latter at once sent 
an agent to New London to devise some plan whereby grievances 
might be satisfactorily adjusted and landlords kept from attempts 
to profiteer. In co-operation with local manufacturers and the 
Central Labor Union, a committee was organized consisting of 
twenty-four members representing all the important interests 
involved. The chairman then appointed four subcommittees of 
six members each, with equal representation of labor and of property 
owners or real estate men. The general committee retained 
complete jurisdiction over the subcommittees, with the power, for 
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cause, to remove any of their members. Tenants were invited to 
present their grievances on specially provided blanks to the secretary 
of the “Committee of Twenty-four,” who, in turn, referred the 
cases, according to convenience, to one or the other of the sub- 
committees. The latter then summoned both landlord and tenant 
to appear before them and to present such relevant facts as they 
might desire. If the committee judged the landlord justified 
in his attitude and charges, it endeavored so to persuade the 
tenant; in any event, it dismissed the case. If the rental was 
esteemed extortionate, or if the landlord had failed to carry out 
expressed or implied agreements with respect to repairs or im- 
provements, the committee sought to persuade him to just and 
reasonable action. Its appeal was primarily to the sense of fairness, 
to patriotism, and to civic pride. It had the backing, however, of 
the public conscience and public opinion—forces which few dare 
to defy. As a last recourse, it published all the facts of the case, 
though without comment, in the local press. Careful records 
were kept for use in case the matter were carried to an appeal 
committee™ or to the courts. 

The success of the New London plan was so conspicuous that 
the Division of Homes Registration and Information, Bureau of 
Industrial Housing and Transportation, promoted the establish- 
ment of similar agencies, which thenceforth operated under its 
supervision and reported to it. In all, there were eighty-two com- 
mittees, in as many different cities, with which the Division kept 
in more or less regular touch. In seventy-one additional cities 
complaints of rent profiteering were dealt with by the Division 
either directly through correspondence or through other agencies 
such as the Council of Defense, the Legal Aid Society, the U.S. 
Homes Registration Service, or some housing committee. 


‘In this case the committee appointed by the governor. 

An interesting description of the “New London plan” has been furnished by 
the chairman of the committee, Mr. John C. Ellis, in an article on ‘‘ Rent Profiteer- 
ing,’’ National Conference on Housing, Housing Problems in America, VII (1918), 
140-46. The same volume, pages 128-39, contains an informing account of the 
efforts made by the United States Housing Corporation to combat rent profiteering; 
coming, as it does, from the pen of Dr. James Ford, who was manager of the Di- 
vision of Homes, Registration and Information of the Housing Corporation. This 
account is peculiarly authoritative. 
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While the New London plan was closely followed in a con- 
siderable number of cities, there were not a few divergencies as 
regards both organization and operation. In Buffalo, New York, 
Newark, New Jersey, and Jersey City, New Jersey, for example, 
district committees of three (representing, for the most part, labor, 
law, and real estate) were established, together with a review or 
appeals committee of three. Several cities, particularly in Ohio, 
had committees of only three, five, or seven members, who always 
acted as a single body. In Cleveland, Ohio, on the other hand, 
there was a secretary who received complaints in an office in the 
City Hall. Many of the cases he was able to dispose of at once. 
The others were put into writing and a time was set when both 
tenant and landlord were to appear before an officially appointed 
Rent Adjuster. Cases which the latter was disinclined, for one 
reason or another, to adjudicate were referred by him to a civic 
committee on rent profiteering. The latter acted also as a body 
of appeals. In Philadelphia, all cases were referred to the counsel 
for the Fuel Administration, whose large success was due to fine 
judicial qualities combined with a courageous fairness, though also 
to his threat of refusing to permit a further supply of coal to houses 
from which war workers were evicted merely because of a refusal 
to pay an exorbitant rental. Generally speaking, however, it was 
the policy of the Washington authorities to encourage, wherever 
feasible, the organization of fairly large and widely representative 
committees, to act by thoroughly democratic methods similar to 
those used in New London. 

Standards for determining fairness of rental.—In general, it was 
not the aim of committees to determine with exactness and in the 
abstract what rentals would be just in order then to enforce their 
conclusions. They set themselves, rather, the task of adjustment 
and mediation, of effecting an agreement between landlord and 
tenant, and, in addition, of fostering good feeling and confidence. 
Their efforts, that is to say, were not so much judicial as concil- 
iatory. Nevertheless, inasmuch as the most secure basis of agree- 
ment and confidence is justice, the committees were compelled, 
even when considering each case pretty much by itself and on its 
own merits, to use some general principle or standard in the 
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determination of what in the con¢rete they would regard as a fair 
rental. The Division in Washington made it a fixed policy to 
treat the committees as essentially local agencies.- For this reason 
and also because of wide divergencies between localities in such 
matters as rates of interest, opportunities for investment, character 
of housing and amount, kind and costs of service rendered, it left 
the determination of the standard of fairness to the discretion of 
committees. 

The determination of a just and practicable criterion for 
evaluating the fairness of rental charges offered a difficult problem. 
France, as we have noticed, escaped it entirely; Great Britain and 
New Zealand met it only indirectly in that they enacted a measure 
making irrecoverable, after November 25, 1915, all but three defi- 
nitely specified increases in rental or mortgage interest over those 
in force on August 8, 1914; New South Wales directly faced the 
problem and solved it by fixing the net return which owners might 
be allowed to receive on the value of their property. The pro- 
visions of the bills introduced into Congress were strikingly diver- 
gent. The Darrow bill followed closely the legislation of Great 
Britain. The Soldiers’ and Sailors’ Relief Act, in effect, practically 
prevented any increases within the scope of its application. The 
Tinkham bill left the determination of the fair rental to the dis- 
cretion of a proposed Rent Administrator. The Clark bill did 
likewise, although it specified that the rental as of August 1, 1914, 
should be taken into account. The Johnson and the Crosser bills, 
recognizing that increased costs necessitated an advance in rentals, 
stipulated 10 per cent as the maximum increase to be allowed over 
the rental as of September 30, 1916, this date being selected be- 
cause it was the close of the renting period immediately preceding 
that in which legislation was acknowledged to be necessary for 
the purpose of preventing exorbitant rental charges; in the case of 
dwellings rented only after that date, the bills proposed a gross 
return as the standard of fairness. But there were obvious objec- 
tions to this procedure, and so the Senate substitute, the Pomerene 
bill, stipulated a maximum nef return. But this principle also 
seemed defective, as was emphasized by Mr. Johnson in his list 
of questions to the Senate conferees." 


t See above, pp. 23 ff. 











30 EDWARD L. SCHAUB 


It is not surprising, therefore, that the judgments and practices 
of the local committees varied. (1) In various cities it was deemed 
advisable to adopt some basic date. In Bath, Maine, for example, 
August 1, 1914, was selected. To rentals as of that date two dollars 
per month was added for the installation of a flush closet and four 
dollars per month for a bathroom; an increase of 20 per cent over 
the total thus reached was allowed in view of the increased costs 
of repairs and upkeep. If the fairness of the rental on August 1, 
1914, was called in question, the matter was settled by seeing 
whether it exceeded 10 per cent per year on the tax valuation 
increased by one-third. In Wilmington, Delaware, it was suggested 
that 15 per cent would be the legitimate increase over the rental of 
1914; in Newark, New Jersey, 20 per cent was accepted. An 
authority in Boston proposed taking the figures which the accounts 
of 1917-18 show to have been fair, and adding actual increases 
(as nearly as they could be estimated) in the items of coal, laundry, 
gas, and refurnishings; also a small sum to provide for the increased 
cost of living of the landlord. The chairman of the Philadelphia 
committee expressed the judgment that a fair rental would be the 
rental as of January 1, 1918, increased by an amount sufficient to 
cover (a) any subsequent increase in taxes; (b) 10 per cent per 
annum of the costs of any improvements made either at the request 
of the tenant or to better sanitary conditions; and (c) 5 per cent on 
repairs made to maintain the property in good condition. He held, 
however, that there were exceptional cases in which increases in 
excess of the above were justified. (2) In other cities, it was the 
gross returns which were taken into account. The standard adopted 
in Sharon, Pennsylvania, for detached houses was 10 per cent of 
the value of the property as the annual rental. The New London, 
Connecticut, committee computed the fair rental of houses by 
taking 10 per cent of the assessed valuation increased by one- 
third, and making allowances for repairs or alterations that were 
in any way extensive. A plan widely adopted in Chicago is to 
distinguish three classes of apartment buildings: those heated 
by tenants; those in which the owner furnishes heat and jani- 
torial service, with building fairly modern; and those in which 
the owner furnishes heat and janitorial service, with building not 
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modern. Prior to the war the annual rentals were set, respectively, 
at 10 per cent, 15 per cent, and 18 per cent of the appraised 
value of the properties. During the war conditions, however, 
2 per cent additional in all three cases was not deemed exces- 
sive. It was estimated that, with proper management, this 
rental would yield owners approximately 6 per cent net on the 
appraised value of the property. (3) Other committees believed 
it fairer to compute rentals on the basis of the net return to be 
allowed on the investment. Berkeley, California, set the figure 
at 6 per cent; elsewhere 7 per cent and also 8 per cent were con- 
sidered just. In the case of apartment buildings, the committee 
of Allentown, Pennsylvania, took 6 per cent of the sound valuation 
and added the taxes and the cost (as shown by actual expenditures 
of the preceding year) of heat, light, cleaning, insurance; it added 
also 10 per cent of the total cost of a new roof and an allowance for 
inside and outside repairs amounting to 20 per cent more than the 
actual expenditures of the preceding year. In Cleveland, Ohio, it 
was the practice to figure 8 per cent on the investment, 2 per cent 
for maintenance, 1 per cent for vacancies, besides the actual taxes, 
insurance and water rates paid, as well as the cost of janitorial 
service, coal, gas, and light. This, however, represented not a 
fixed rule so much as a guiding standard, from which there were 
departures whenever these seemed necessary to insure “reason- 
ableness.” 

Means of securing compliance with decisions——In the case of 
dependents of soldiers and sailors, and in the case also of workers 
in shipyards or those engaged in the construction of torpedo-boat 
destroyers or their parts, and in the case likewise of residents in 
the District of Columbia, the committees had little difficulty in 
adjusting complaints, inasmuch as there was specific legislation to 
which they could appeal. In the case of other complaints the 
committees were greatly aided by the fact that they were very 
commonly supposed to possess a legal authority which they really 
lacked. The federal government was imposing numerous restric- 
tions, through the food and the fuel administrations, and was 
otherwise manifesting an increased authority. This created a 
psychological atmosphere making for compliance with the rules 
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and the decisions of all bodies established to meet war conditions. 
Moreover, the committees had at their command numerous other 
forces by which to induce owners to comply with what was ad- 
judged fair. These were: (1) Appeals to reason and the sense of 
fairness, peculiarly effective because of the representative and 
impartial character of the carefully selected committees. (2) 
Patriotism. (3) Civic pride. (4) Employing a standard of fairness 
which real estate men themselves, or the local Real Estate Board, 
had, upon request, furnished; in other cases, using a committee 
of the Real Estate Board to make the appraisals on which the 
rent was computed. As a result, real estate men quite generally 
refrained from asking or collecting rent in excess of the above; 
when more was demanded, the committee was in a more favorable 
position to insist that the demand be withdrawn. (5) Agreements 
of owners and operators regarding rentals. The following agree- 
ment, for example, was signed by sixteen important owners and 
operators in Warren, Ohio: 

We, the undersigned owners ana operators of housing properties in Warren, 
Ohio, agree that from this date to the ending of the war we will not raise 
rents above the present prices. That we will use our full influence wherever 
possible that others likewise refrain from raising rents. That in the case of 
separate houses, we will not discriminate against families with children. That 
we will co-operate to the fullest extent with your board in its work, and readily 
abide by its decisions in housing matters, assisting you so far as we may in- 
duce owners, where rents seem unjustly high, to reduce same. 

(6) Mediation of a friend or respected acquaintance or official, 
urging the owner to comply with the committee’s decision. (7) 
Disapproval of (or expulsion from) the Real Estate Board, Chamber 
of Commerce, or similar organization. (8) Public opinion, threat 
of publicity, publicity. (9) Threat of increased taxes, by bringing 
the rent increases to the attention of the assessor with a recom- 
mendation that the valuation of the property be increased pro- 
portionately. (10) Threat of (and, if necessary, an actual) refusal 
to list the house or rooms on the part of the United States Homes 
Registration Service and of other listing agencies. (11) In cases of 
needed repairs, appeals to the Health Department, City Sanitarian, 
City Council, Tenement House Department. (12) In Philadel- 
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phia, particularly, the threat to shut off the fuel supply. (13) 
Support of sheriff, mayor, prosecuting and other attorneys, judges, 
and governor. In Bath, Maine, for example, the sheriff delayed 
serving writs of ejection upon essential war workers who were un- 
able to find other accommodations and were abiding by the decisions 
of the local committee. Attorneys quite generally refused to press 
proceedings; courts were unusually conservative about issuing 
writs of ejection and, upon their own initiative or upon the request 
of the governor, stayed the writ of ejectment, sometimes until the 
close of the war. In Se:ttle, Washington, no eviction suits were 
disposed of by the superior courts until the committee had reported 
its findings and recommendations. 

Achievements.—Through the use of one or more of these means 
the committees were successful, in the vast majority of cases, in 
bringing even recalcitrant landlords to a position of justice.‘ Forty- 
eight of the committees which were most active and which main- 
tained the closest relation with the Washington office reported a 
total of 8,029 complaints received. With few exceptions satis- 
factory adjustments were mediated. While the reports frequently 
omitted details, the accounts of 6,073 of the adjustments were 
such as to permit their classification into 1,102 decisions upholding 
the landlord, 3,436 in favor of the tenant, and 1,535 in the nature 
of compromises. Doubtless many of the decisions indirectly 
prevented evictions. But, in addition, the committees reported 
the prevention of 752 evictions in cases in which the threat to 
evict constituted the grievance. Moreover, it is unquestionable 
that the very existence of the committees was a very powerful 
deterrent to attempts to profiteer. When the landlords of Seattle, 
Washington, learned that a committee on rent profiteering was to 
be organized, twelve of them appeared and reduced rentals of their 
own initiative. The work of the more active committees is well 


? One of the field agents of the Bureau wrote, on October 28, 1918, as follows: 
‘President Colein of Central Labor Council and Chairman of the Profiteering Com- 
mittee of Portsmouth, Va., stated that their subcommittees meet every night and 
hear four or five cases. Friday night all cases come before the whole committee. 
Every case has been adjusted without publicity to the satisfaction of the committee 
and of both parties concerned. Have kept this up for six weeks.” 
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illustrated by the following report summarizing the activity in 
Cleveland, Ohio, from October 4, 1918, to January 21, 1919: 


October casesadjusted . . . . . . 64 
November cases adjusted eae ee a 
December cases adjusted . , : 717 
January cases adjusted (first three weeks) . - 2 
Total... a0 gt ig? «=a a 
Minor cases (advice only)  &* fe eee 
Bec ne ao aes, 2 = & Lae 
Cases settled infavoroftenant . ... . 223 
Cases settled in favor of landlord . : ; ; 46 
Cases settled by landlord andtenant . . .~ 25 
Evictions prevented. as - 
Monthly rental saved to tenants er $1,765. 50 
Cases in which the committee published names and 
circumstances connected with profiteering. 9 


These figures represent the actual work done by the Board. It is prac- 
tically impossible to estimate the saving of rents throughout Cleveland we 
have been responsible for. On the other hand, we have eliminated hard feel- 
ing on the part of the tenant where the landlord was justified in raising the 
rent. Another feature of our work that has proved very successful is in pre- 
venting an immediate eviction. That is, where the owner wished to obtain 
possession of his property, we have succeeded in securing a thirty or sixty 
day stay for the tenant which gave him sufficient time in which to secure new 
living quarters." 


* The following summary statement, dated December 31, 1918, indicates the 
work done in Philadelphia. Since June, 1918, 


the Bureau has handled 1,123 cases, of which it has record. This does not include a large number 
of cases in which complaints were received and immediately disposed of, so that no formal record was 
made. Of these 1,123 cases, 314 were cases of increase of rent in individual houses; 792 were cases of 
notice to vacate in individual houses; 15 were cases of increase of rent in entire rows of houses; and 2 
were notices to vacate in entire rows of houses... . . The following is a statement of the work of the 
Bureau in cases of which records were made: 


: INDIVIDUAL CASES 
Not disposed of 


Notice to vacate . ‘ ° ‘ ‘ ° ‘ ‘ e ° ° ° 16 
Increased rental yh ‘ wa ~@ <a Se fs a 12 
— 28 
Cases successfully handled 
Tenant vacated—coal question any at ce. ae 483 
Notice to vacate withdrawn . ‘ ‘ P ‘ 173 
 peenaeny nor OS ee er ee ee ee ee ee 134 
Increase justified . : . . : P ‘ ; : ‘ . , 83 
— iy 
Cases not successfully handled 
Tenant vacated—coal Panam not ered tones listed a aw 35 
Miscellaneous . ° ° ° ° 62 
: ? — 97 
Final adjustment not known 
Miscellaneous (no word received from tenant as to final disposition of case) 108 
—_— 108 


[Footnote continued on p. 35] 
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The committees on rent profiteering, moreover, were frequently 
instrumental in bringing about needed repairs, improvement of 
plumbing, and proper conditions generally. In a report from 
Buffalo, New York, of the work done up to December 21, 1918, it 
was said: “In about ten cases owners were induced to put old 
houses into habitable condition. In one case the committee went 
so far even as to guarantee payment for the cleaning of the cess- 
pools.” (A further sentence may be of interest: “In two cases 
profiteers were compelled to subscribe for Liberty Bonds and to 
the Red Cross.”’) 

Writing to a representative of the Bureau of Industrial Housing 
and Transportation on November 11, 1918, Judge U. Goode, of the 
Civil Court, Norfork, Virginia, said: 

It has come to my knowledge on several occasions that, through the very 
tactful and efficient administration of your department, most complicated and 
apparently irreconcilable situations have been compromised and adjusted out 
of court in a manner satisfactory to all parties concerned, and this work, I am 


sure, has been more potential in bringing about satisfactory results than the 
decisions rendered by me. 


In an appreciative article which appeared in a New London, 
Connecticut, daily for December 10, 1918, the following interesting 
and worth-while suggestion was made: 


This idea of a committee of citizens of absolutely all classes, erected for 
the purpose of securing even-handed justice in the matter of house rents— 
which originated in New London and has spread to a good many American 
cities—is capable of great expansion; and there is every prospect that it will 
be expanded, perhaps to a degree that will eventually make it one of the most 
valuable adjuncts of American community life. 


Rows or Houses 
Cases successfully handled 
Rent reduced ae ee ee oe ek ee . 9 
Increase justified ‘ ‘ P ‘ s ‘ . ‘ ‘ ‘ ‘ ‘ 4 
Notice to vacate withdrawn . 2 
Cases not successfully handled 
Rent unreasonably increased 





Total number of cases handled . . . . F . - ~« 1,123 


Figures for a considerable number of cities were included by the present writer 
in an article on ‘‘Adjustment of Rent Profiteering Cases by the Department of 
Labor,”’ Monthly Labor Review, VIII, 283-85. 
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To summarize: ‘The successful prosecution of the war, and the 
public safety and welfare, were menaced by the fact that a serious 
housing shortage in numerous industrial centers was causing 
abnormal increases in rent and was making possible flagitious 
practices on the part of landlords. Relief was sought by way of 
increasing the supply of available accommodations through system- 
atic efforts to bring into the fullest service all existing structures, 
through the utilization of unused housing in neighboring localities 
and, wherever absolutely necessary, through new construction. 
But profiteering was likewise attacked directly. In a number of 
states legislative and executive forces were brought into play. 
The federal government, moreover, created by law the power to 
requisition dwellings or their use, in certain specified cases; it 
protected the dependents of soldiers and sailors in the possession 
of their homes; it placed within extremely narrow bounds increases 
in rental and evictions within the District of Columbia. Through- 
out the country as a whole, however, the burden of the direct attack 
upon rent profiteering fell upon local committees or agencies, 
established by, and acting under the supervision of, the Bureau of 
Industrial Housing and Transportation and the Emergency Fleet 
Corporation. These committees served as powerful deterrents to 
profiteering; they vastly reduced the number of evictions and thus 
stabilized housing conditions; they adjusted thousands of com- 
plaints, and did so in such a manner as to further understanding 
and good will both as between individual landlords and tenants 
and as between the several interests and classes of society. 


Epwarp L. SCHAUB 


NORTHWESTERN UNIVERSITY 
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THE PROBLEM OF AN INDEPENDENT 
NATIONAL AUDIT 


The present system of national audit is based upon the so-called 
Dockery Act of July 31, 1894." It was enacted as a result of the 
investigation and report of the joint commission of Congress 
appointed in 1893. This Act reorganized the auditing and account- 
ing system and established the office of the Comptroller of the 
Treasury, the Division of Bookkeeping and Warrants in the 
Treasury Department, and prescribed the duties of the six auditors. 

The practice under this Act and its amendments may be de- 
scribed briefly as follows: Each of the six auditors is an inde- 
pendent officer appointed and removable by the President. They 
are regarded as ‘‘presidential officers’? and have customarily been 
associated with patronage in the civil service. They usually lose 
their offices with the change of party control over the government.” 
Each one of these auditors has jurisdiction over the accounts of a 
designated number of departments or establishments. His audit 
is final unless an appeal is taken from his decision or unless the 
Comptroller of the Treasury has bound the auditor by making an 
advance decision. , 

The Comptroller of the Treasury while having relations with 
the auditors does not have control over them. An appeal can be 
taken to him from the decision of any auditor, in which event his 
decision is final. He can also, upon application being made to 
him by the disbursing officer of any department, render a decision 
as to the legality of an expenditure in advance of the disbursement, 
which decision binds both the disbursing officer and the respective 
auditor as regards the final audit. 


* Twenty-eight Stat. L., p. 205. 

2See Register of the Treasury for past years; also statement of Comptroller 
of the Treasury in House Hearings on National Budget System, 66th Cong., 1st sess., 
Pp. 239. 

3 Sec. 8, Dockery Act. 
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Each auditor has under him a considerable personnel, many 
of whom are engaged in routine clerical work which can properly be 
classified under the category of accounting. The appropriation 
act for these services for the fiscal year ending June 30, 1919, 
provided for 1,141 employees at a total cost to the government of 
$1,543,000 not including the auditing of the accounts abroad." 

The audited accounts are not made public or laid before Con- 
gress, nor do the annual reports of the six auditors show exactly 
what the audit of the accounts revealed. They show that a large 
amount of routine work has been done by way of checking up 
vouchers, writing letters, etc., but they furnish no basis for criticism 
of the spending departments or of the accounting system. 

- There has been under way in this country for some time a 
movement for an independent national audit as a part of a national 
budget system. Advocates of this idea criticize the present sys- 
tem of auditing as being based upon a wrong principle. The 
function of audit is independent criticism. It is no part of the du- 
ties of an auditor to keep accounts or to be involved in the 
routine of accounting. He is fundamentally a critic of the officer 
keeping the accounts. He brings to bear upon the spending and 
record-keeping officers a review from the outside. He represents 
the fund granting authority as distinguished from the fund spending 
authority. 

We have never had in the government of the United States a 
system of audit which made a scientific distinction between account- 
ing and auditing. The President, who is at the head of the execu- 
tive government and who controls the executive officers, controls 
also the auditors, and furthermore the auditors are required to do a 
considerable portion of accounting. They are even regarded as 
accounting officers of the Treasury Department.? The executive, 
therefore, is in the position of auditing his own accounts. In the 
very nature of the question this cannot be an audit. It is an 
administrative examination. Scientifically speaking we have at 
present no system of national audit. 


* See House Doc. 1006, 65th Cong., 2d sess., Plan for a National Budget System, 
p. 30. (Submitted by the Hon. Medill McCormick.) 

2 See statement by Secretary Glass, House Hearings on a National Budget System, 
66th Cong., 1st sess., p. 491. 
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There is, however, no intention here to suggest that the existing 
officers charged with the duty of audit have not performed their 
tasks faithfully and efficiently. There has been no criticism along 
these lines. The criticism is directed at the system and is intended 
to improve it by strengthening the control of Congress over the 
expenditure of public moneys. 

The purpose of accounting is twofold. First, to furnish to the 
public a record of the financial transactions of the officers of the 
government charged with the responsibility of spending the public 
moneys and, second, to keep a check on the disbursing officer by way 
of seeing that he is faithful in the discharge of his duties. This is 
done through a system of bookkeeping which gives this information 
to the public on the one hand and furnishes on the other hand a 
basis for the exercise of the critical functions of audit. It is quite 
clear, therefore, that the auditor should be entirely independent 
of the accounting officer and of the person who controls the account- 
ing officer. 

It is proposed in plans now before Congress to remedy this 
situation by the creation of a system of independent audit, that is 
to say independent of the executive branch of the government. 
This involves the creation of the office of Auditor General of the 
United States, who would take over the auditing functions now 
exercised by the six auditors and the Comptroller of the Treasury. 
The Auditor General is designed to be a great and powerful officer 
of state. It is proposed that he be paid a salary commensurate 
with the dignity of his office and that he should have no admin- 
istrative superior in the government service. He is to be the critic, 
so far as financial regularity is concerned, of the administration. 
Although not a part of the legislative branch of the government 
he is to be in a sense the strong arm of Congress to reach out 
into all of the various spending offices of the government to bring 
to light any facts which might show that the letter or spirit of the 
appropriation laws have been violated in their execution. 

The question of the appointment of this officer, however, 
presents a very serious difficulty. Theoretically, he should be 
appointed by the legislative branch of the government for the 
reason that he is to be the interpreter of the acts of Congress, in so 
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far as they relate to public finance, and the critic of the executive 
branch in executing these acts. But can Congress appoint him ? 
Under the Constitution’ it is provided that the President 


shall nominate, and by and with the advice and consent of the Senate, shall 
appoint ambassadors, other public ministers and consuls, judges of the Su- 
preme Court, and all other officers of the United States, whose appointments 
are not herein otherwise provided for and which shall be established by law; 
but the Congress may by law vest the appointment of such inferior officers, 
as they think proper, in the President alone, in the courts of law, or in the 
heads of departments. 


This provision is quite clear on the point that only the President 
can appoint an officer of the United States.” 

The Constitution expressly provides that each House of Con- 
gress shall have the power to appoint its own officers,3 but no 
provision is made for the appointment of a joint officer or officers. 
It is clearly, therefore, the intention of the framers of the Constitu- 
tion to exclude Congress from the appointment of officers of the 
United States. An officer appointed by either House of Congress 
would hold office for the term of the Congress, and no permanent 
staff of officers can be thus appointed who would hold office longer 
than a term of two years. It is true that Congress can appoint a 
joint committee and that committee can employ persons to work 
for it. It has been suggested that perhaps the audit staff could be 
put under the control of Congress in this manner. The objections 
to this scheme are that the position of the Auditor General would 
be lacking in permanency and dignity, and not being an officer of 
the United States it is doubtful if he could make a legal audit. 
He could investigate and report, but the powers which it is desired 
to give to the proposed Auditor General are distinctly those which 
are to be exercised by an officer of the United States. The further 
fact that the audit staff would be limited to the life of the Congress 
appointing the joint committee raises an objection serious enough 
to vitiate the whole scheme, since there would be no escape from 


t Art. 2, Sec. 2. 
*See U.S. v. Germaine, 99 U.S. 508; and U.S. v. Mouat, 124 U.S. 303, for a 
definition of the term “officer of the United States.” 


3 Constitution, Art. 1, Sec. 2. 
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throwing the appointment of the new audit staff open to patronage 
with the coming of each new Congress. 

The Select Committee of the House on the Budget struggled 
with this proposition at the hearings and finally reported a bill" 
placing the appointment of the Auditor General in the hands of the 
President. The bill introduced by Senator McCormick establishing 
an independent audit? makes the appointment of the Auditor 
General effective through a concurrent resolution of both Houses 
of Congress. Such a resolution, it will be remembered, does not 
require the signature of the President. For reasons above referred 
to the provision in the McCormick bill does little more than to 
express an ideal. In reintroducing his National Budget Bill, 
Senator McCormick deferred action on the audit question on the 
ground that further investigation would be necessary before an 
effective audit bill could be drafted. 

After viewing the question from many angles it seems that there 
can be no system of independent audit in this country, along the 
lines suggested in proposed legislation without a constitutional 
amendment, since the power of appointment by the executive of 
his chief critic creates a serious doubt, theoretically at least, of his 
independence, especially when considered in connection with the 
tenure of office. 

Both of the foregoing bills referred to give Congress the power - 
to remove the Auditor General. This raises another constitutional 
problem. The Constitution provides that judges “shall hold their 
offices during good behavior’ and they cannot therefore be re- 
moved from office by the President, but other officers of the United 
States may be removed by the President at any time even though 
Congress should fix the term of office. The Constitution is silent 
on the question but Congress has from early times sanctioned the 
view that the President possesses the power to remove from office 
any officer whom he, alone or “‘by and with the advice and consent 
of the Senate,” appoints. The only exceptions to this are the two 


* H.R. 9783, 66th Cong., rst sess., Oct. 7, 1919. 
2S. 450, 66th Cong., 1st sess., May 20, 1919. 
3S. 3476, 66th Cong., 2d sess., Dec. 2, 1919. 
4 Art. 3, Sec. 1. 
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tenure of office acts, 1867 and 1869, which attempted to restrict 
the President in this respect, but these acts were never enforced 
and are now generally regarded as having been unconstitutional.’ 
They were repealed in 1886. This question has never been pre- 
sented squarely to the Supreme Court in all of its relations, but 
several cases have been decided upholding the general proposition 
of the power of the President to remove.?_ In other words it seems 
that the Constitution intended that the power of removal should 
follow the power of appointment, and such has been the general 
practice. Advocates of an independent national audit are desirous 
of placing the Auditor General in the category with the judges, 
giving him a tenure during good behavior with retirement privileges, 
and this has been embodied in the bills recently introduced in 
Congress. There seems, however, to be no escape from the con- 
clusion that such an officer must not only be appointed by the 
President but may also be removed by the President at his dis- 
cretion. The Constitution, therefore, is fundamentally at variance 
with the needs involved in this proposed reform. 

The expenditures of the federal government will never recede 
to the low level of the years prior to our entry into the Great War. 
It is doubtful that we shall spend less than five billions a year in 
the future. Vast sums of money must be raised by taxation from 
the American people. In the expenditure of this money for 
governmental purposes Congress feels very strongly the need for 
a closer control over the various spending departments. Our 
present system was built up at a time when our revenues exceeded 
our needs and when the question of federal taxation was not a 
problem at all. The federal government has now grown into a 
vast agency for spending money. Advocates of a national budget 
system are practically unanimous on the point that one of the 
strongest and most effective methods of criticism and control over 
expenditures can be obtained by establishing the auditing system 
of the government on a basis independent of the executive. The 
Constitution, however, stands in the way of any such independence 


* See Willoughby, The Constitutional Law of the United States, Vol. II, 1181-82. 
2See ex parte Hennen, 13 Pet. 230; Parsons v. U.S., 167 U.S. 324; Shurtleff 
v. U.S., 189 U.S. 311. 
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of the audit office. It is quite possible, however, that a president 
may exercise the greatest respect for the difficulties of the situation, 
appoint a strong Auditor General and leave him to work inde- 
pendently under instructions from Congress. It would be a bold 
executive indeed who would exercise the power of removal of this 
great officer of state for criticizing any financial irregularities of his 
administration. The psychological situation, however, is quite 
different when the Auditor General knows that he is under no 
obligation to the executive for his appointment and has no fear of 
being removed by him. The fact that no Auditor General created 
by Congress could ever enjoy this state of mind seems to be a 
serious defect in the proposed system. 

In 1866, under the leadership of Mr. Gladstone, Parliament 
passed the Exchequer and Audit Departments Act’ which took away 
the auditing functions of the Treasury and established an inde- 
pendent audit under a Comptroller and Auditor General. It is 
true he is appointed by the Crown, but he can be removed from 
office only by an address from both Houses of Parliament. For 
more than fifty years this Act has been in force practically without 
amendment and it is held in the highest esteem. It has been often 
called the cornerstone of the British financial system. A fifty- 
year review of the work of the British audit office was recently 
published by the Committee of Public Accounts of the House of 
Commons?’ and an appreciation of the work of this office, especially 
during the war period, was given by several members of Parliament 
in open discussion on October 24, 1916.3 

In view of the apparent insurmountable difficulties in the way 
of establishing a system of independent audit along the lines of the 
British system it may be well to turn to other countries for further 
study. Inall other countries than our own the struggle for revenues 
to meet expenditures has necessitated the development of very 
efficient systems of control. This has been necessary in order to 
preserve the national credit. Special emphasis has been placed 
upon the matter of audit and of the consideration of the accounts 
by the legislature after the money has been spent with a view, 

‘ 29 and 30 Vict., chap. 39, June 28, 1866. 21st and 2d Reports, Aug. 8, 1916. 

3 Parliamentary Debates, House of Commons, v. 86, no. 99, pp. 1001 ff. 
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in the first place, of informing themselves as to how the public 
money appropriated was spent; second, with a view of keeping a 
check upon the individual spending officers; and, third, with a 
view of improving the system of budgetary procedure. 

The French have, especially at times, regarded the question of 
audit with extreme seriousness. For several centuries prior to the 
adoption of their present system they had a periodical audit by a 
special tribunal as a result of which many officers were hanged or 
sent to the guillotine. Sometimes the torture chamber was used to 
bring out the facts necessary for the audit." The law of September 
16, 1807, established the French Court of Accounts (Cour des 
Comptes), according to the idea of Napoleon I. This court, 
which ranks next to the highest court in France, has remained 
practically as originally constituted up to the present time. It is 
a highly organized body and exercises the function of independent 
audit over all of the expenditures of the government. It has 135 
members including accountants, referees, auditors, and attorneys. 
The audit which it makes is entirely on an a posteriori or a so-called 
postmortem audit. That is to say, the audit is made after the 
accounts are closed. The court reports to the legislative branch 
of the government. The French system of audit through an 
independent judicial body was followed, with certain adjustments, 
by Prussia, Germany, Austria-Hungary, and others, that is to say 
a court of accounts with powers only of postmortem audit. 

The Belgian law of October 27, 1846, established a court of 
accounts with the powers and duties of the French court but 
added to it the additional authority to pass upon the legality of all 
expenditures before the disbursement of the money. The Belgian 
court, therefore, has administrative functions as well as judicial. 
No voucher can be honored by the Treasury unless it shows the 
visé of the Cour des Comptes.’ 

The Belgian system has been followed by Holland, Portugal, 
Japan, Italy, and some other countries. The Italian Court of 

*See Stourm, Le Budget, 7e éd., pp. 533 ff. 

? For a full description of the organization, procedure, and value of the Cour des 
Comptes see Stourm, op. cit., 7e éd., C. 28; Leroy Beaulieu, La Science des Finances, 
Tome Second, 7e éd., pp. 155 ff; Allix, Traité Elémentaire de Science des Finances et de 
Législation Financiére Frangaise, 3e éd., C. 29; Jéze, Cours Elémentaire de Science des 
Finances et de Législation Financiére Frangaise, 5e éd., pp. 349 ff: 

3 See Stourm, of. cit., pp. 505 ff. 
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Accounts (Corte dei Conti), which was established by the law of 
August 14, 1862, has gone farther in the matter of control over ex- 
penditures than either the French or the Belgian. It is a very live 
and active body. It exercises the function of independent audit 
and is not limited to the postmortem phase. It makes a continuous 
audit and reports monthly to the legislature. It also passes upon 
the legality of all expenditures prior to disbursement. The mem- 
bers of the Italian court, like those of the court of accounts in other 
countries, are appointed by the executive upon the nomination 
of the ministry and hold office during good behavior. They cannot 
be removed by the executive." 

In view of the fact that we have a Court of Claims? which is 
connected, though somewhat remotely, with the question of audit 
might it not be possible for us to convert the Court of Claims 
into a Court of Accounts? When a claim against the government 
is finally audited and the claimant, having no right of appeal from 
the decision of the Auditor after it has been upheld by the Comptrol- 
ler of the Treasury, is dissatisfied he may bring suit in the Court 
of Claims and gain a further hearing of his case. If the Court 
of Claims were enlarged to take over the judicial functions now 
exercised by the Comptroller of the Treasury and in addition 
there were attached to the Court a force of auditors for the purpose 
of making an independent and direct audit of the government 
accounts we would have something analogous to the court of 
accounts system generally in vogue on the Continent. It would 
not be necessary to disturb the existing audit system, which we 
have seen is not really an audit but an administrative examination, 
otherwise than to consolidate their work under the immediate 
control of the Treasury. 

This would give Congress an independent audit of the accounts 
and the auditing force would be beyond the reach of the executive 
in the same sense that the federal judges, including the Supreme 
Court, are now beyond his power of removal or interference. 

CHARLES WALLACE COLLINS 

Wasurncton, D.C. 


« For a discussion and description of the Italian Corte dei Conti, see Flora, Scienza 
delle Finanze, 5th ed., pp. 77 ff.; Nitti, Scienza delle Finanze, 4th ed., pp. 935 ff.; 
especially note, pp. 938-39; Lorini, Scienza delle Finanze, 2d ed., pp. 463 ff. 

2 Established by Act of Congress Feb. 24, 1855, 10 Stat. L. 612. 














WHO PAID FOR THE WAR? 


In a recent article Professor Davenport presents a striking 
argument in support of the thesis that labor has already paid the 
main cost of the war and, moreover, will pay it over again in 
thefuture.'' Briefly summarized, his argument runs as follows: The 
cost of the war must be met out of contemporaneous income; as 
there was no war-time increase in production, the war needs must 
have been supplied, therefore, from a decrease in consumption; 
the upward tendency of prices during the war period was more 
marked than the similar tendency of money wages; this lag of 
wages behind prices resulted in a great increase in profits; these 
profits were lent to the government to finance the war; the war 
loans will be repaid by taxa‘ion which will fall chiefly on the 
working classes; labor will in this manner pay the cost of the war 
twice over, once to the capitalistic class in the form of inflated 
profits, and once to the government to provide it with revenue 
wherewith to repay the borrowed war-time profits. 

Professor Davenport’s conclusions are assuredly not in keeping 
with the general impression regarding the incidence of the war 
burden. Complaints of excessive taxation and of class discrimina- 
tion have come mainly from the business world, and the current 
attempts of labor to secure wage increases have been widely excori- 
ated as profiteering by government officials, the press, and to a 
less extent by economists, to say nothing of manufacturers’ associa- 
tions and chambers of commerce. But most of the problems 
raised for discussion by Professor Davenport are fundamentally 
quantitative in character; they are subject to inductive verifica- 
tion if statistical data can be found covering the points of relative 
wage and price advances; war-time production, income, and con- 
sumption; and the sources of government revenue. Where 
statistics are not available, facts of common knowledge may be 


*H. J. Davenport, ‘“‘The War-Tax Paradox,” American Economic Review, 
March, 1919. 
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at hand, whereby the reasoning of Professor Davenport, largely 
a priori in character, may be tested. What follows is mainly an 
attempt to use the available factual material to test the accuracy 
of his conclusions, and to throw further light on the incidence of 
the war cost. 


WAR BURDEN CANNOT BE TRANSFERRED TO FUTURE 


The reasoning that the cost of the war, for a country which 
cannot or does not borrow from abroad, must be borne from 
current income, is generally accepted by economists. What is 
not yet existent cannot meet a present need. The economic war 
burdens created by a present generation cannot be transmitted 
to the future, to be borne by subsequent generations. Financing 
through loans does not postpone the burden, but merely provides 
the lenders of present income with a promise that the government 
will at a later date transfer to them in repayment portions of the 
future income of other members of the community. The amount 
of the current drain upon national income is not altered by the 
method of financing used by the Treasury, unless of course the 
method used affects the relative degree in which contributions to 
the Treasury are made out of income and capital resources. 

Professor Seligman, it is true, discovers a fallacy in such reason- 
ing, arising out of an alleged failure to discriminate between 
objective and subjective sacrifices.. The bondholder, he claims, 
incurs little or no net subjective sacrifice in surrendering his funds 
to the government, since he would have invested his surplus 
income in any case, and is compensated for such temporary sur- 
render of his funds by the receipt of interest. If he were to con- 
tribute through taxation, on the other hand, there would be an 
immediate subjective sacrifice. To the extent, therefore, that 
recourse is had to borrowing instead of taxation, to that extent 
the amount of immediate subjective sacrifice is reduced. When 
in the future the burden of taxation is placed upon the citizen in 
order that the government may redeem its bonds, there is no 
offsetting subjective benefit to the bondholder, but on the con- 
trary he suffers a further burden in being obliged to find a new 


'E. R. Seligman, ‘“‘Loans versus Taxes in War Finance,”’ Anwnals of the American 
Academy of Political and Social Science, XXV (Whole No. 164), 63 ff. 
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field for the investment of his funds. The burden placed on the 
taxpayer of the future in order to redeem war bonds, Professor 
Seligman concludes, is therefore not offset by a contemporaneous 
benefit to another group, but is an initial sacrifice toward financing 
the war, which sacrifice, by means of loan financing, had been 
hitherto postponed. 

But this reasoning, it appears to the writer, is open to serious 
criticism, and is not a valid objection to the position generally 
taken by economists. The sacrifice involved in lending is the 
postponement of consumption during the currency of the loan; 
the sacrifice involved in the payment of taxation is the permanent 
surrender of means to consumption; the difference between lending 
and taxpaying is in the future, not in the present. If the loan were 
repudiated upon maturity, the bondholder would readily perceive 
the benefits arising to him from repayment, and the fact that he 
takes such repayment as a matter of course does not appreciably 
subtract from the amount of subjective satisfaction derived from 
it. If Professor Seligman’s reasoning were accepted and given its 
logical applications, all consumers’ surpluses would be lightly 
regarded by economists, since, except when the consumer is in 
danger of, or in process of, losing them, they secure only very 
fragmentary recognition in consciousness. 

In one sense only can the economic burden of the war be 
handed on to a future generation, and that is by a diminution of 
the bequest made by the war-time generation to succeeding ones, 
whether this diminution be absolute or only in comparison with 
what would have been handed on if there had been no war. The 
war expenditures must be met out of current goods, but these 
goods may be part of the capital resources instead of part of the 
current net income. Through consumption of existing stocks, 
through failure to maintain and to replace depreciating plant and 
equipment, through the more intensive exploitation of natural 
resources, the capital of a belligerent may be partially destroyed 
by war, even though no invader crosses its borders. An analogous 
situation arises if the resources existing at the outbreak of the 
war are maintained undiminished, but the increase in these resources 
which would have accrued in normal times does not take place 
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owing to war-time conditions. In each case the next generation 
is poorer than it would have been if there had been no war, or if 
the war cost had been met without making inroads upon the 
wealth accumulated in the past and without reducing below the 
normal rate the amount added to these past accumulations during 
the war period. 


CAPITAL RESOURCES OF NATION NOT IMPAIRED BY WAR 


There is little evidence, however, to suggest that the capital 
resources of this country have been significantly impaired as a 
result of the war. Stocks of goods in warehouses and in retail 
stores may have been smaller at the signing of the armistice than 
prior to the entrance of the United States into the war; statistics 
are not available for a reliable judgment. But such statistics as 
have come to the writer’s notice indicate that for many raw 
materials and foodstuffs, including such important commodities 
as copper, cotton, tea, coffee, wheat, the stocks on hand at the 
cessation of hostilities were unprecedented in volume. Buildings, 
railroads, highways, were not kept at their pre-war standards of 
maintenance and repair; extensions were undertaken at very 
much below the normal rate. But new capital in enormous quan- 
tities was turned into the construction and equipment of the 
greatly enlarged shipbuilding and shipping, chemical, dye, ord- 
nance, and munition industries, was absorbed in the development of 
hitherto unexploited mineral and timber resources, and was used to 
purchase American securities held abroad, to make foreign loans, 
to build up a great reserve of gold obtained from abroad. Some of 
this new accumulation has proved to be of little value for peace- 
time purposes; the cases of conspicuous depreciation have received 
considerable publicity; but the bulk of it remains as a valuable 
addition to the working equipment of the United States. 

Professor Friday has estimated, largely from data collected by 
the Treasury for fiscal purposes, the capital savings of the nation 
during the war period as compared with 1912." He finds the new 
savings in 1917 and 1918 to have been 18 and 22 billion dollars 


* David Friday, ‘‘The War and the Supply of Capital,” American Economic 
Review Supplement, March, 1919, p. 91. 
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respectively, as compared with new savings of 6.5 billions in 1913 
and of 9 and 14.5 billions in 1915 and 1916 respectively. He 
gives no estimate for 1914. If the amount of new savings for 1913 
be taken as a normal pre-war figure—it appears to have been 
greater than the figure for the immediately preceding years—the 
total accretion of capital was in excess of the normal rate by 
27 billions of dollars in the two war years’ and by 10.5 billions in 
the two given years of neutrality.” 

These figures are subject to correction from two directions 
before they can be accepted as satisfactory indexes of the total 
amount of the national income withheld from civilian consumption 
during the war period. Because of the depreciation in the standard 
of value since 1913, the figures for the later years exaggerate the 
real volume of new savings. On the other hand, the estimates are 
based largely on income returns made for taxation purposes, and 
as the period was marked by a sharp rise in the rates of taxation, 
there was an undoubted tendency toward undervaluation of income. 
These two sources of error thus tend to offset each other. It will 
be shown later that the amount of increase in new savings indicated 
by Friday’s figures was sufficient to meet the cost of the war. If 
the increase in national income over the normal pre-war rate can 
be shown to have been equal to this increase in national savings, 
then the war cost was met without any reduction in the national 
average standard of living. 


INCREASE IN NATIONAL PRODUCTION IN WAR YEARS 


Professor Davenport claims, however, that there was no 
increase in production during the war period, and that the war 
cost was met by a decrease in consumption. Although no means 
are available for an estimate of the normal percentage of employ- 
ment of the labor and capital resources of the nation during normal 
times, it would be generally admitted that, on the average, through 
a peace-time period long enough to cover both the prosperity and 

* (18+ 22) —(2X6.5)=27(=8.5 on the basis of 1913 prices). 

2(9+14.5)—(2X6.5)=10.5(=7.8 on the basis of 1913 prices). 


3 The possibility that some of these savings may have lost their value after the 
cessation of hostilities has already been indicated. 
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depression phases of the business cycle, very considerable per- 
centages of both labor and capital are idle and unproductive. 
During the war period there was an approximation to complete 
utilization; labor worked full time and even overtime; plant and 
equipment were utilized to near their utmost capacity; intensive 
training enabled many men to turn from unskilled to skilled labor; 
the period of production from the extraction of the raw material 
to the turning out of the finished article was shortened through 
more rapid turnover of stocks at each stage. 

The loss in the labor supply through the withdrawal of men for 
the army and navy was ofiset by the entrance of women into 
industry, by the postponement of retirement of the older employees 
and by the earlier entry of youths into industry, by the entrance 
into the ranks of labor of men non-productively occupied in normal 
times. In England, where a much greater percentage of the male 
population was withdrawn for military purposes, a recent official 
statistical survey showed that the industrial labor force was prac- 
tically maintained by the entrance of women into industry, and 
by the postponing of retirement of older employees and hastening 
of entry into employment of youths. Between July, 1914, and 
July, 1918, approximately 5,000,000 men in England entered 
military service out of a total male working population at the out- 
break of the war of 10,500,000, a withdrawal from the male work- 
ing force of about 47 per cent of its numbers. The replacements 
by 1918, including, however, demobilized soldiers, lacked only 
6 per cent of equaling the withdrawals. Owing to the smaller 
number withdrawn for military service in this country, the greater 
annual accretions of workers, the larger reserve supply of labor, 
there was probably no net reduction in the total number of workers 
as a result of the war. As compared with 1913 and 1914 there 
may have been a substantial increase. 

There is some danger, however, of exaggeration. Production 
was already near its peak in 1916, or prior to the entrance of the 
United States into the war, and a comparison of the war years with 
the years of neutrality would not give as favorable results as would 
a comparison with the pre-war years. Moreover, the recruiting 
of labor for the war industries was efiected in large part through 
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withdrawals from other industries or from household work. Pro- 
fessor Wolfe states that ‘“‘most of the women who went into war 
industry came from other industries in which they had previously 
gained a livelihood,” and that “the three important non-industrial 
sources were doubtless (1) domestic service, from which came con- 
siderable numbers for the factories; (2) teachers, 100,000 of whom 
are said to have left the low pay of the schoolroom for clerical and 
munitions work; (3) wives and mothers of soldiers.”* The male 
labor for the war industries also came mainly from the other 
industries. But with a labor force at work in approximately its 
maximum numbers, at almost full time, utilizing the increased 
capital equipment of the country to an extent approaching maxi- 
mum capacity, and all under especially high pressure, there is 
strong presumptive reason to believe that the war-time production 
in this country was substantially greater than the pre-war produc- 
tion and at least as great as the production during the period of 
neutrality. 

More concrete evidence of an increase in production during the 
war period is available, however. Professor Wesley Mitchell, 
basing his estimates on the figures of production and importation 
for ninety staple raw materials, weighted both for differences in 
relative importance and for differences in the “fabrication factors”’ 
or costs of conversion to finished goods, has devised an index num- 
ber for production during the war period from 1913 to 1918, which, 
taking 100 as representing the production in 1913, shows aggregate 
production to have been 99 in 1914, 107 in 1915, 111 in 1916, 
114 in 1917, and 116 in 1918.7 

There are several factors which may tend, under certain cir- 
cumstances, to make an index such as this, based as it is on both 
production and import statistics for raw materials, exaggerate the 
amount of increase in production during the period under investi- 
gation. The inclusion of raw-material imports is essential if due 
weight is to be given to fabrication of raw materials. But if 

* A. B. Wolfe and Helen Olson, ‘‘War-Time Industrial Employment of Women 
in the United States,” Journal of Political Economy, XXVII (October, 1919), 640. 


*Wesley C. Mitchell, “History of Prices During the War, Summary,” War 
Industries Board Price Bulletin No. 1, p. 45. 
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imports of raw materials should increase during the period more 
rapidly than their domestic production, the resulting index would 
exaggerate the degree of increase in production. Conversely, a 
decrease or a slower rate of increase in imports as compared with 
domestic production of raw materials would operate to make the 
index minimize unduly the increase in production. But imports 
of raw materials, in terms of quantities, appear to have increased 
in about the same proportions as domestic production during the 
war period. As the fabrication cost is generally much greater 
than the raw-material cost, the possibility of substantial error 
arising from this source cannot be very great. 

A possible source of more serious error is to be found in the 
probable tendency during the war period for a substitution of the 
manufacture of coarse and bulky war materials out of the raw 
materials instead of finely finished consumer’s goods. The Census 
of Manufacturers of 1914 was used by Professor Mitchell to deter- 
mine the increment of value added to raw materials in the process 
of fabrication. The decline in the relative importance of cost of 
fabrication as compared with cost of production of raw materials 
in the period subsequent to 1914 would tend therefore to make 
Mitchell’s index exaggerate the amount of increase in production. 
Against this, however, there is to be balanced the counter con- 
sideration that a smaller proportion of this country’s exports con- 
sisted of crude and partially manufactured products and a greater 
proportion consisted of fully manufactured articles during the war 
years than during the period antecedent to the outbreak of hos- 
tilities. The resulting increase in the amount of fabrication for 
export done in this country finds, I think, no expression in Pro- 
fessor Mitchell’s index, but is probably adequately corrected by 
the failure of his index to account for reduction in the amount of 
fabrication undergone by raw materials as a whole in the war 
period. 

A third source of possible error arises from the fact that the 
index, since it is based wholly on figures of production of tangible 
goods, would not account for variations in the production of non- 
material services. There was undoubtedly a decrease in the 
amount of personal services such as domestic help, waiters’ services, 
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education, etc., rendered during these years, and the importance 
of such material services in the national dividend can easily be 
underestimated. It has already been suggested that a substantial 
fraction of the increased labor at work in the war industries was 
withdrawn from the ‘“‘personal-service industries.” On the 
whole, however, it is probably safe to assume that these factors of 
error, some operating in one direction and some in the other, come 
near enough to counterbalancing each other, and that Mitchell’s 
index may be accepted as a true enough measure of the trend for 
our purposes. ‘ 

There was therefore increased production during the periec 
subsequent to the outbreak of hostilities, and this increase was 
maintained throughout the period of American participation in 
the war. But unless this increase in production was of itself suffi- 
cient to meet the costs of the war, it would still be true that there 
was either a war-time decrease in civilian consumption or a decrease 
in capital resources or both. There was no decrease in capital 
resources. As shown, the probability is that there was an increase. 
Was there a decrease in national consumption ? 


NO DECREASE IN AVERAGE NATIONAL STANDARD OF LIVING DURING 
WAR PERIOD 


‘Yo the casual observer, there was not apparent any marked 
reduction in the average standard of living during the war period. 
On the contrary, there were many surface indications that the 
nation was living better, more comfortably, in enjoyment of more 
conveniences and luxuries during the war period than ever before. 
It appeared from rough statistical calculations made during the 
war by government bodies in Washington, that coffee, tea, cocoa, 
chocolate, soft drinks, cheap jewelry, talking machines, silk shirts, 
among other commodities of like character generally classed as 
luxuries, were being consumed in unprecedented quantities, and 
from such evidence the impression became widespread that the 
nation as a whole and labor in particular were throughly enjoying 
the war. But figures of consumption, when only a short period is 
covered, are almost always, because of the only methods usually 
available for their compilation, of slight value even as showing a 
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trend. Increased production and increased imports may indicate 
only an increase in stocks and not in actual consumption. In the 
case of coffee and tea, paradoxical as it may seem, the general 
policy of restriction of imports was itself the cause of increased im- 
ports, which went into stock, but appeared in most estimates as in- 
creased consumption. ‘The restrictions on imports were not applied 
to these commodities, but the importers, not believing that their 
special good fortune would last, took full advantage of their oppor- 
tunity and made greatly increased imports in anticipation of future 
restrictions. In the case of tea at least, importers who had through- 
out the war period used up valuable shipping space in anticipation 
of the imposition of restrictions, shortly before the armistice, found 
themselves embarrassed by overgreat supplies and besought the 
imposition of restrictions on further imports “in order to economize 
shipping.” 

In the absence of satisfactory statistics of consumption some 
aid may perhaps be derived from Veblen’s doctrine of conspicuous 
consumption. Increases of spending power would be more likely 
to be widely advertised, and decreases to be concealed from the 
vulgar gaze. This would be the easier since the items in which 
there was unquestionably great decrease in average consumption 
during the war period, as for example house-room and personal 
services in the home, were often such as would not attract general 
attention. Professor Davenport thinks there was a reduction in 
consumption. Professor Friday has stated his belief in an increase 
in consumption of somewhere in the neighborhood of 123 per cent, 
but without indicating whether this estimate was intended to 
cover military as well as civilian consumption." It appears to be 
a widely held opinion that there was a considerable increase in 
consumption during the war period. There is ground, however, 
for believing that the truth lies somewhere between, that there was 
no marked decrease in national consumption and no marked 
increase. This, of course, does not preclude the possibility that 
there may have been a considerable war-time redistribution of 


« “Such statistics as are available show that consumption has not increased more 
than 12} per cent during the same (i.e., the war) period.”—American Economic 
Review Supplement, March, 1919, p. 91. 
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consumption, some groups increasing their consumption and others 
decreasing it. With regard to this possibility, something will be 
said later. 


WAR COST COMPARED WITH WAR-TIME INCREASE IN NATIONAL 
INCOME 


A more satisfactory method of approach to the problem whether 
the military expenditure demanded a reduction in the national 
standard of living is available through a comparison of the war 
cost with the war-time increase in national income. If the increase 
in national income was as great as the expenditure on the war, 
and if the capital resources at the end of the war were about what 
they would have been if the war had not taken place and the 1913 
rate of accumulation had continued throughout, it would follow 
that there was no reduction in average national consumption. 
There follows an attempt at a quantitative comparison of the total 
war cost, the total war-time increase in national income, and the 
total private savings from income during the war period. 

The national income for the United States for the year 1913 
has been estimated by Anderson as 34.8 billions of dollars.t In 
the following table an estimate of annual national income is given 
for the years 1914 to 1918, obtained in terms of 1913 values by 
multiplying Mitchell’s physical-production index for each year by 
Anderson’s figure for the national income in 1913. 











| 
‘ Aggregate Value Yearly Na- 

Maks Total Physical Production, | tional Income, on Basis of 

a W. C. Mitchell’s Index 1913 Prices in Billions 
of Dollars 
SE ory ae 100 34.8 
1Q14....... | 99 34-5 
ER RMP a see 107 37.2 
rae acds ines III 38.6 
Oy | II4 39-7 
1918...........-.| 116 40.4 








The estimate of 34.5 billions as the aggregate national income 
in 1913 appears reasonable when compared with King’s estimate of 
30.5 billions for 1910,? with Friday’s estimate of 6.5 billions as 


*B. M. Anderson, Jr., in the New York Times Annalist, January 6, 1919. 
*W.I. King, Wealth and Income of the People of the United States. 
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the new savings from income in 1913,’ and with Mitchell’s estimate 
of 17.4 billions as the value of the fabricated products of ninety raw 
materials produced in 1913.2? The acceptability of Mitchell’s 
index of production has already been discussed. The figures of 
gross production which result are accepted also as indicating gross 
income. Professor Anderson, although he admits the correspond- 
ence between production and income under normal conditions, 
claims that this correspondence ceases under war conditions, on 
the ground that soldiers, although withdrawn from production, 
still receive income. He concludes, therefore, that the diminution 
of production which results from the withdrawal of men for the 
army from industry is not accompanied by a corresponding dimi- 
nution of national income.’ But there is obviously a fallacy in 
this reasoning. Where does the income of the soldiers come from 
if not out of national production? The income of the soldiers 
represents an equivalent subtraction from the income of the 
civilian population, but the national income remains what national 
production makes it.‘ 

The period from the entrance of the United States into the war 
to May 1, 1919, which is a convenient terminal date for our purposes, 
is longer than two years by 24 days. Assuming that real national 
income has been accruing during 1919 at the same rate as in the 
early part of 1917, the total income for 1917 and 1918 plus 24 days 
income at the 1917 rate may be taken as the total national income 


t See supra, p. 50. 2W.C. Mitchell, op. cit., p. 45. 

3 New York Times Annalist, January 6, 1919. 

4 Professor Anderson, in the article cited, has himself made estimates of the 
annual national income for the years of the war period, but in terms of yearly prices 
calculated on the bases of Dun’s price index and his own production index. His 
figures recalcuiated in terms of the 1913 price level throughout give the following 
results: 
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during the war period. At the 1913 level of prices, this gives a 
figure of 82.7 billions." 

The general staff has reported an estimate of $21,294,000,000 
as the total cost of the war to the Treasury of the United States 
to May 1, 1919.2. A calculation based on the monthly ordinary 
expenditures of the Treasury throughout this period indicates that 
approximately 1o per cent of this expenditure occurred in 1917, 
60 per cent in 1918, and 30 per cent in 1919. Conversion to the 
1913 basis of prices with the use of the Bureau of Labor Statistics 
Wholesale Price Index gives a total war cost for the period, in terms 
of 1913 prices, of 10.4 billions of dollars, or 12.6 per cent of the 
war-time national income. 

In 1917 and 1918 there were annual increases in national income 
over the 1913 rate of 4.9 and 5.6 billions of dollars respectively, 
in terms of 1913 prices. To this should be added 0.3 billion of 
dollars increase for the 24 days by which the period taken as the 
war period exceeded two years, estimated on the basis of 1919 
income being equal to 1917 income, making a total increase of 
income for the war period above the 1913 rate of 10.8 billions. 
The increase of income during the war period as compared with 
the 1913 rate of income was almost exactly equal to the cost of 
the war. 

The total increase in the rate of new savings from income 
during the years 1917 and 1918 above the 1913 rate, when reduced 
to the 1913 basis of prices, was 8.5 billions of dollars.4 If to this 
figure be added an allowance for the new savings in the additional 
24 days by which the war period exceeded two years and a further 
allowance for a substantial amount of undervaluation of income in 
the returns upon which Professor Friday’s estimates were based, 
there would result as an estimate of the total amount of new savings 

139.7+40.4+2.6=82.7. 

2 Vew York Times, May 18, tg1g. Professor Bogart at about the same time 
independently reached an estimate of $22,625,000,000 as the total war cost. E. L. 
Bogart, “Direct and Indirect Costs of the Great World War,” Preliminary 
Economic Studies of the War, No. 24, p. 267. Carnegie Endowment for Inter- 
national Peace. It would be proper to add, however, the amounts spent by semi- 


public organizations in war relief, welfare work among soldiers, etc. These would 
probably total considerably over a billion dollars. 


34.9+5.6+0.3=10.8. 4 See supra, p. 50. 
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during the war years a figure not appreciably less, in terms of 
1913 prices, ‘than either the total amount of increase in national 
income during the same period, namely 10.8 billions, or the total 
cost of the war to May 1, 1919, namely 10.4 billions. 

As compared with 1913, there was therefore no decrease in the 
average national standard of living and no impairment of capital 
resources, and the war cost was met from the increase in national 
income resulting from an increase in national production.’ 

Professor Davenport appears to have reached his conclusion 
that the war expenditures necessitated a reduction of the national 
standard of living, partly on the assumption that there was no 
increase in production, partly as the result of an overestimate of 
the proportion of the national income necessary to meet the war 
cost. On the basis of an estimate of 4o billion dollars as the 
national income in 1914 and of a war budget of 15 billion dollars 
presumably for each year of war, he arrived at the figure of 40 per 
cent as the ratio of war cost to total national income. To take 
income, even assuming no increase since 1914 in real income, at 
the 1914 price level, and to set against it war expenditures at the 
inflated price levels of the later years, is to exaggerate in unjusti- 
fiable degree the real extent of the war burden. Moreover, his 
figure for war expenditures, even in terms of 1917 and 1918 prices, 
is unduly high, unless the loans to the Allies are included. These 
will be considered later. 

It may be objected that the increase of population during 
the period from 1913 to 1918 required an increase in national 
income if the 1913 standard of living were to be maintained. The 
census estimate for the increase in population from 1913 to 
1917 is about 5,000,000, or approximately 6.7 per cent of the 
population in 1913. But the increase in these war years is esti- 
mated at practically the pre-war rate, whereas immigration declined 


? Purchases of war bonds would, of course, be entered as private savings and be 
included in the gross figure of national savings. If the remainder of the increase in 
new savings were not used indirectly or directly to provide funds for the prosecution 
of the war, there would result a net increase in capital resources. The remainder of 
the war cost would be met, however, by a decrease in consumption. To this extent 
the conclusions reached here are subject to modification. But 70 per cent of the war 
cost, including loans to the Allies, was financed by the flotation of bonds. Of the 
remaining 30 per cent which was financed from tax revenue, a good part must have 
been paid out of savings from increased incomes. 
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heavily and emigration increased. Moreover, in calculating the 
income necessary to maintain the pre-war standard of living 
among the civilian population, deduction must be made of a sum 
sufficient to meet the normal consumption of the several million 
soldiers and sailors and such of their dependents as were main- 
tained out of the war budget. To charge their consumption against 
both the civilian budget and the war budget is to count it 
twice. If allowance is made for these factors, the increase in 
population may be disregarded without serious error. 

On superficial examination it might appear that similar allow- 
ance should be made for the consumption of all whose maintenance 
was provided either directly or indirectly out of the war budget. 
But the estimate of national production was based on the index 
of production, including the production of ordnance, munitions, 
and other war material. If the consumption of the war workers 
were to be deducted from the national consumption, on the ground 
that it was provided for out of the military budget, their production 
would then have to be deducted from the amount of national pro- 
duction, and the figure for national income would be reduced 
correspondingly. The civilian workers produced the income 
for both themselves and the military forces. Both the civilian 
war workers and the military forces received their income by 
means of the war budget, but the claims of the war workers on the 
war budget were offset by their additions to the national income. 


LOANS TQ THE ALLIES AND THE PROFITS OF NEUTRALITY 


So far only the war cost has been considered as a drain upon 
income. But by May 1, 1919, the United States had lent to the 
Allies approximately 9 billions of dollars. Although these - are 
properly to be considered as investments and not as expenditures, 
it is nevertheless true that in so far as income available for con- 
sumption is concerned lending to the Allies would have exactly 
the same effect as expenditure outright on the war program. This 
would lead to the conclusion that while there was an increase in 
national income during the war period adequate to meet the war 
budget without necessitating a lowering of the standard of living, 
nevertheless it was necessary, to meet the demands on the United 
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States for credits to the Allies, that there should be a restriction 
of consumption. 

There is still to be considered, however, the increase in national 
income during the period of American neutrality. Taking 1915, 
1916, and the latter half of 1914 as covering the period of neu- 
trality, there was an increase in income on the basis of 1913 prices 
of 2.4 and 3.8 billions respectively in 1915 and 1916, and a loss 
for the whole of 1914, all of which may be taken as having occurred 
in the latter half of the year, of o.30 billions, a total gain in income 
of approximately 6 billions. The loans to the Allies were made 
chiefly in 1918 and 1919. On the basis of the 1913 price level they 
would amount to approximately 4.6 billions. The United States 
produced enough in the war years to meet the war cost, and pro- 
duced more than enough in the years of neutrality to extend the 
credits to the Allies without encroachment upon the average 
national standard of living. 


THE SOURCES OF THE GOVERNMENT WAR-TIME REVENUE 


Professor Davenport claims that the war cost was met chiefly 
by borrowing from the capitalist class the excess profits which 
inured to them through the widened gap between prices and wages. 
Of the total expenditures of the United States government from 
April 6, 1917, to June 30, 1919, amounting to $32,427,000,000, 
about 29 per cent was met from taxation and other revenues than 
loans.’ In these expenditures were included the loans to the 
Allies, which would ultimately be repaid, and government invest- 
ments in ships, War Finance Corporation stock, federal land bank 
bonds, and other income-yielding assets. This would leave an 
increase in indebtedness as a result of the war of considerably less 
than 23 billions of dollars if loans to the Allies be not deducted. 
If these loans be deducted, the net increase in indebtedness would 
be considerably less than 14 billions of dollars. It still remains 
true, however, that the cost of the war was met temporarily chiefly 
by loans instead of taxes. 

The war loans in spite of their superficially wide distribution 
were absorbed mainly by the wealthier classes and by financial 


‘Letter of Secretary Glass to Congressman Fordney, July 9, 1919, in Federal 
Reserve Bulletin, August 1, 1919, p. 725. 
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institutions. The small subscriptions bulked large only for the 
last three loans, and many of the small holdings were soon trans- 
ferred to the traditionally investing classes at a loss to the original 
subscribers. It still remains to be proved, however, that the 
funds which the wealthier classes subscribed to the war loans were 
war profits, in excess of normal, and obtained through the lag of 
wages behind prices. 

There is a remarkable scarcity of reliable data upon which to 
base conclusions with regard to changes in the distribution of the 
national income among the various economic groups. This is 
particularly true with regard to the income of professional classes, 
of domestic servants, of real estate owners, of farmers, and of 
unorganized labor. An attempt follows to utilize such material 
coming from official or otherwise unquestionable sources as has 
come to the attention of the writer. 


PROFITS DURING THE WAR PERIOD 


Professor Friday presents the following figures for the net 
income before taxation of corporations in the United States for 
the years 1913 to 1918, consisting in part of returns of the Com- 
missioner of Revenue and in part of estimates based on published 
reports of the corporations.‘ For purposes of comparison, the 
Bureau of Labor Index for Wholesale Prices is also included in 
the table. 


Net Income of | 
All Corporations! Percentage 
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The increase in corporation incomes for every year in the 
period was thus relatively much greater than the rise in prices. 
The increase in the returns of two hundred and twenty-four 


* David Friday, ‘‘The War and the Supply of Capital,” American Economic 
Review Supplement, March, tg1Q, p. 89. 
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industrial corporations for which Professor Friday could find 
continuous data was relatively so much greater, however, than 
the increase in corporation earnings in general as to indicate that 
not all kinds of corporations fared well during the period, and that 
while abnormal profits inured to industrial concerns as a whole, 
other corporations, especially those operating public utilities, 
suffered from an increase in costs not wholly compensated for by 
increases in the prices they were permitted to charge for their 
services. It should also be noted that returns are prior to taxa- 
tion, and that the increasing rates of taxation in the later years 
made substantial reductions in the percentages of increase in net 
income. On the other hand, these returns were made primarily 
for taxation purposes, and there would be operative, therefore, a 
tendency to make them as small as possible. Moreover, under the 
involved provisions of the tax laws, ‘‘taxable income”’ was often an 
uncertain quantity, with somewhat distant relationship to real 
income. Many income-tax returns were made low, in the hope 
that there would be no protest from the Treasury, and in the 
reasonable certainty that any demand for an upward revision 
would not come until some time had elapsed. In the interval the 
use of the funds could be enjoyed. Other returns were made 
unduly low because of honest misunderstanding of the require- 
ments of the tax legislation. It is a widely held opinion that 
the income-tax returns of 1917 and 1918 have still considerable 
scrutiny to undergo before their final approval.' 

While corporation incomes as a whole have risen more rapidly 
than prices, interest payments on bonded obligations incurred 
prior to 1914 have remained at the pre-war rate. ‘The bondholders 
as a class received the same money income in 1918 as in 1914 on 
their old investments. This must have resulted in a greater 
increase in corporation income distributed among common share- 
holders or charged to surplus available for distribution as dividends 
in the future than in corporation income as a whole. For the 
economic group deriving their income from corporation earnings, 


Since this was written, Professor T. S. Adams, Tax Adviser to the Treasury, 
has estimated at $1,000,000,000 or thereabout the amount of additional tax revenue 
which would accrue from careful auditing of tax returns. This amount is, of course, 
much less than the amount of undervaluation in the tax returns represented thereby. 
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holders and bondholders in public utilities.’ 


the cost of living: 


THE CONTRIBUTION OF INDUSTRIAL LABOR TO THE WAR COST 









the war brought increased real earnings if they were shareholders, 
decreased real earnings if they were bondholders, brought fortunes 
to shareholders in industrial concerns, misfortune to both share- 


In the following table two indexes for wages during the years 
1913 to 1918 are compared with the rise in wholesale prices and in 
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* United States Bureau of Labor Statistics, Monthly Labor Review, March, 19109, p. 119. 
t New York State Industrial Commission, Labor Market Bulletin, September, 1919. 

+ Monthly Labor Review, October, 1919, p. 1, and November, 1919, p. 193. 

§ Jbid., February, 19109, p. 104, and November, 1919, p. 153. 

No other comprehensive indexes of the trend of wages than 
those presented above have been found. The Bureau of Labor 
index of union rates of wages per hour is compiled from the minimum 
rates agreed upon by labor and employers. In some cases higher 
rates than these were in effect, but these minimum rates were 
usually the prevailing rates.2_ This index does not reveal the amount 


* The relative trend of index numbers published by various newspapers for bond 
prices, industrial shares, and railroad shares on the stock market since 1913 confirms 
this conclusion. 

2**Union Scale of Wages and Hours of Labor,” United Siates Bureau of Labor 
Statistics Bulletin No. 214, May, 15, 1916, pp. 10, 11. 

“The union scale, as the term is here used, is a statement, either written or 
definitely understood, of wages and hours of labor agreed to or accepted by an organi- 
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of increase in actual earnings in so far as such increase is due to 
fuller employment or to payment of higher rates for overtime 
work. On the other hand, a recent study of the length of the 
workday reveals a widespread tendency since 1913 toward a 
reduction in the number of hours worked each day." This index 
fails also to throw any light on the trend of earnings of unorganized 
industrial labor. 

The New York state index for average weekly earnings 
is based on returns for one week in each month including the 
fifteenth of the month, and is obtained by dividing the total 
weekly pay-roll by the total number of employees on the pay-roll for 
the given week. It should represent accurately the average earn- 
ings actually received by factory workers in New York state, 
office workers included. But the New York experience may not 
have been typical of the country as a whole. Moreover the aver- 
age weekly earnings indicated by the statistics upon which the 
index is based were so low in the early years of the war period? that 
they suggest the question whether the workers covered by this 
index do not include an unusual proportion of cheap factory and 
office labor, and especially of female labor, than is typical of Ameri- 
can industry as a whole. If such be the case it is also a possibility 
that the classes of labor which were relatively most poorly situated 
with regard to earnings at the outbreak of the war may have 
profited most as a result of the war conditions. 

For the purpose of reaching conclusions with regard to the 
earnings of labor as a whole, this index has the further defect that 
it does not include non-factory labor, such as transportation 
workers, employees in the building trades, government employees, 
and wage earners in mercantile establishments and in offices not 
connected with factories. Finally, it is open to question in the 


zation of union men and an employer or group of employers, under which agreement, 
express or implied, union men actually are working. The union scale usually fixes 
the limit in only one direction. It sets a minimum wage and a maximum of hours 
for a regular day’s work. . . . . As a general rule the union scale represents the 
prevailing wage of a locality for efficient labor.” 

* Monthly Labor Review, November, 1919, pp. 197, 198. 

2 They were $12.48 in 1914; $12.85 in 1915. 
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absence of further data whether an index of earnings for New 
York state is fairly comparable with an index of cost of living 
for the country as a whole. For all these reasons, confident 
conclusions cannot be based on these data alone. They must 
be used, therefore, only as suggesting and not as proving con- 
clusions. 

Two issues, largely independent of each other, are involved in 
the comparison of wages with prices. In a search for the source 
of expanded war-time profits of business enterprise, and of its 
relationship with the remuneration of labor,the relevant comparison 
is between rates of wage and wholesale prices. A third factor, of 
possibly quite considerable importance here, is the relative effective- 
ness of each unit of labor in the war years as compared with the 
pre-war period. Data on this point are not available. Pointing 
in the direction of decreased effectiveness are the emergency redis- 
tribution of labor from old occupations to new; the extension of 
industries of importance to the military program under disad- 
vantageous emergency conditions; the not infrequent reports of 
ca’ canny practice among labor during the war period; and prob- 
ably increased rates of turnover of labor. Suggesting increased 
effectiveness are the intensive training of hitherto unskilled labor 
for skilled work; the patriotic stimulus; the increased use of labor- 
saving devices; the full utilization of existing plant, appliances, 
stocks of materials, and administrative and executive organizations. 
Which of these sets of factors predominated it appears impossible 
tosay. That the net change, whatever its direction, was important, 
is unlikely. 

The second issue is concerned with the welfare of the laboring 
classes and more especially the integrity of their standard of liv- 
ing during the war period. Here a comparison of earnings, and not 
rates of wages, with cost of living, and not wholesale prices, is per- 
tinent. The indexes given above show an approximately complete 
correspondence until 1918 between the increase in earnings in the 
state of New York and the increase in cost of living for the country 
as a whole. In the one year, 1918, there appears to have been 
some lag of earnings behind cost of living. This indicates, what 
has already been suggested, that the contribution of labor to the 
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cost of the war was made through increased production and not to 
any important extent, if at all, through decreased consumption. 

Comparison of the increases in rates of wages indicated by 
these indexes with the rise in wholesale prices shows that rates of 
wages per hour failed by a great margin to keep up with the rise 
in prices in 1917 and 1918. This lag of wages, an important 
element in costs of production, behind the prices secured by the 
manufacturers for their products points to an important source of 
the great increase in the earnings of industrial corporations during 
the war period. Price inflation, as Professor Davenport claims, 
does appear to have operated to reduce the rate of return to labor 
and to transfer this saving in cost to the employer in the form of 
increased profits. 

Not all of the increase in profits necessarily was secured at the 
expense of labor. As has been pointed out by Professor Moulton,’ 
in those lines of manufacture in which there was increased output 
from the same plant, there was a saving in overhead cost per unit 
which would have enabled producers to maintain profits even 
though prices of their products did not rise in full proportion to 
the increase in wage rates. But even though it be granted that 
all the savings in overhead resulting from increased output should 
be added to the profits of the producer, and that labor had no 
claim to a share in these, it would still have been true that the 
additional margin of profits resulting from the lag of wage rates 
behind prices was obtained at the expense of labor. As there is no 
question that these extra profits were to some extent invested in 
war loans, to that extent at least Professor Davenport is justified 
in his claim that these profits represented a contribution by labor 
to the cost of the war, paid to the employers, and lent by them to 
the government. To some extent, however, these profits were 
taken by the government as income and excess-profit taxes, and 
except for the stimulus to price expansion resulting from this 
method of indirect contribution, the ultimate results were to this 
extent what they would have been if labor had been directly taxed 
to the same extent. 


*H. G. Moulton, ‘‘ War Finance and the Price Level,” Journal of Political Econ- 
omy, XXVII, 7or. 
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RATES OF WAGES, WEEKLY EARNINGS, AND FAMILY EARNINGS 


Professor Moulton, in the same article,’ states that the problem 
whether the increase in the monetary income of the laboring classes 
resulted in an increase of real wages depends upon whether prices 
increased more rapidly than family monetary income, and pro- 
ceeds to express the opinion that during the first year of the war 
(i.e., the first year of American participation therein) the family 
money income increased more rapidly than did the price level 
among many classes of laborers. Unquestionably the rise in money 
wages was not equal in all industries and for all occupations. In 
some industries, real earnings per employee went up, in some they 
fell. But for industry as a whole the best available data indicate 
constant weekly real earnings per employee until 1918, and a fall 
in real earnings in 1918. On what grounds can it be claimed that 
family annual earnings rose, while individual weekly earnings 
remained constant, or even feil ? 

Professor Moulton claims that at the time of the entrance of 
the United States into the war there was a considerable volume of 
unemployment in the country and a great deal of part-time work, 
that the first effect of the war was to decrease the number of 
unemployed, that a second effect was to increase the number of 
days per year worked by those already employed, that a third 
effect was to provide overtime work at higher rates of pay, and 
that a fourth was to draw more members of the family into the 
wage-earning classes. Production, however, as indicated by both 
Mitchell’s and Anderson’s indexes, and as a matter of current 
knowledge, had already very nearly reached its height by 1916, 
and there was little margin either in equipment or in labor for 
further expansion. The Bureau of Labor Statistics index for 
employment for thirteen of the most important industries shows 
an unquestionable increase in the number on the pay-roll following 
the entrance of the United States into the war for only one, the 
iron and steel industry, and substantial decreases in employment 
in most of the others.?. This indicates that shipbuilding and other 
war industries in which expansion came after the entrance of the 
United States into the war, obtained their supplies of labor from 


' Op. cit., p. 709. 2 Monthly Labor Review, January, 1919, p. 140. 
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the nonessential industries. There was no important army of 
unemployed to be utilized. Nor is it any more probable that 
there was an unusual amount of part-time work just prior to 
April, 1917, unless it was voluntary on the part of the workers. 
Moreover, the index for weekly earnings given above shows the 
full effect on earnings of any increase in the number of hours 
worked per week, including overtime work at higher rates. The 
net amount of overtime work done during the war period is probably 
generally overestimated. There was widespread complaint on the 
part of the employers during the war that employees were working 
overtime hours at overtime pay one day in order to absent them- 
selves from work next day. There remains the possibility of 
increased earnings through working more weeks per year. But as 
compared with 1916 there could have been but a slight decrease 
in involuntary unemployment in 1917 and 1918. The increase in 
the number of wage-earners in the family could not have been a 
factor of great importance. As has already been indicated, most 
of the female labor recruited for the war industries was withdrawn 
from other employments. There was left, as an emergency source 
for additional wage-earners in a country without a male idle class, 
only the youths who had not reached the age at which they would 
ordinarily have entered into industry. 

There seems little reason to suppose, therefore, that the trend 
of family earnings was very much different from the trend of 
individual earnings. Moreover, if standard of living is in question, 
where wages are maintained at the same real level or are only 
slightly increased by dint of loss of home life and home conveniences 
or by the cessation of schooling by youths, or even by increased 
hours of labor, there results a distinct loss in the standard of living, 
the increase in monetary, or even real wages, notwithstanding. 
This loss is more apparent, although not more real, where entrance 
of the women folk of the household into industry increases the 
monetary expense of the domestic economy. 

One possible factor operating to increase family earnings, not 
already considered, but which should be accounted for in an index of 
average weekly earnings, is the movement of wage-earners from 
poorly paid nonessential occupations to well-paid war work. But 
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to whatever extent this factor and the ones already considered 
may have increased the family earnings, it still remains true that 
prices rose more rapidly than rates of wages,that profits conse- 
quently increased faster than prices, and that labor made its 
contribution to the cost of the war in large part via war profits lent 
to the government. In this respect, however, industrial wage 
labor was in a not very different situation from that of the salaried 
classes or the bondholder class in general, or of all those, bond- 
holders and stockholders alike, who were financially interested in 
public utilities. The entrepeneur paid interest on his bonded 
indebtedness at the pre-war rate. He bought transportation, 
power, heat, and light from franchise corporations, and he hired 
his salaried employees at rates only slightly above the pre-war 
levels. He sold his own products at the war-time level of prices. 


THE CONTRIBUTION OF AGRICULTURAL WORKERS TO 
THE WAR COST 


The following table presents wage and price data for agricul- 
tural laborers and farmers. ‘The data collected are not adequate 
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material upon which to base any very confident conclusions. The 
annual amount of crop yield, for instance, is involved before any 
opinion on the share in the war cost borne by the farmer can be 
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reached. In so far as price factors are concerned, however, these 
figures indicate that the rise in the prices of the things which 
farmers sell was greater during the war period than was the rise in 
the prices of the articles which farmers buy, and was also greater, 
on the whole, than the rise in the wages of farm labor. The farm 
laborers seem to have fared better than their brethren in the city 
factories. For both groups the rate of wages rose less rapidly 
than did the general price level. On the other hand, there was 
probably a smaller rise in the cost of living of the farm laborer 
than in that of the city dweller, and his rate of wages rose more 
rapidly than did that of organized industrial labor. For the farm 
laborer as for the city laborer, but in less degree, the rise in prices 
appears to have operated to increase the profits of his employers 
partly at his expense. 


WAR-TIME INCOME FROM URBAN PROPERTY 


Rents on urban property increased quite generally during the 
war period, but the percentage of increase appears to have varied 
greatly according to the class of property and its location.’ The 
average percentage of increase in rents for urban property of all 
kinds for the country as a whole was unquestionably considerably 
less than the average rise in commodity prices or in cost of living. 
This would indicate that the urban landlord also suffered a decrease 
in real income as a result of price inflation. At least two-thirds of 
the costs involved in property ownership consist—or did before the 
war-time rise in costs of maintenance and operation—in interest on 
capital invested, and much of the invested capital is borrowed on 
mortgage at pre-war rates of interest. Here again the property- 
owning group divides itself into two subgroups, of which one may 
have profited from the general rise in prices, and the other unques- 
tionably lost. The legal owner—the property-entrepreneur he may 
perhaps be designated—was protected in large measure from the 
effects of a rise in the costs of maintenance, management, and fuel, 

«Cf. “Wartime Changes in the Cost of Living,’’ National Industrial Conference 
Board, Research Report, No. 9, pp. 22 ff. This report estimates the average rate of 


increase in the rent of workingmen’s houses, from 1914 to the summer of 1918, at 
I5 per cent. 
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by the rise in rents such as it was, and by the mortgage contracts 
whereby much of the capital he controlled was intrusted to him 
for management at pre-war rates of interest. But for the mortgage- 
holder, as for the corporation bondholder, there was nothing to 
mitigate the loss in real income arising from a constant money 
income and rising prices. 


THE DISTRIBUTION OF THE WAR BURDEN 


Labor contributed a large part of the war cost. How large a 
part there has been no attempt here, with the inadequate statistical 
resources available, to discover. Its contribution was made 
mainly in the manner indicated by Professor Davenport, namely 
through a lagging of rates of wages behind prices, and a consequent 
increase in profits. Some of these profits were taxed away by the 
government; much of what remained was lent to the government. 
But the reduction in real rates of wages did not involve a serious 
impairment of the standard of living of labor and appears to have 
left it on the average at the 1913 level, since all, or most, of the 
fall in real rates of wages was made up, as compared with 1913 and 
1914, by increased employment. The increased war-time profits 
came, therefore, not at all or only to a slight extent out of a reduc- 
tion in consumption by the working classes, but was provided 
mainly by a war-time increase in national production. This 
increase in production resulted from the increased utilization of 
both the capital and the labor resources of the nation, and was suf- 
ficient not only to permit of the financing of the war without any 
impairment of the average national standard of living, but to make 
possible at the end of the war the possession of capital resources 
equal to what they would have been ii there had been no war and 
if production had continued throughout this period at the pre-war 
rate. But even among wage labor there were certain classes of 
labor who profited from the war conditions, with the result that a 
study of average conditions does not reveal the extent to which the 
remaining classes of labor lost. Munitions workers, shipyard 
workers, garment workers, emergency employees of the government, 
shared with the employing class in the increased war-time pros- 
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perity. School teachers, most of the civil-service employees, 
salaried employees in general contributed most heavily. 

That part of the war cost which was not contributed by clerical 
and industrial labor was probably contributed in largest part by 
those other groups such as bondholders, investors in public utilities, 
mortgage holders, and those engaged in professions to whose 
services there accrued an income at a considerably reduced real 
rate. The members of these groups were not able to make up the 
deficiency, as labor could, by increased effort, and therefore the 
war burden fell more heavily upon them than upon wage labor. 
There is some evidence, also, that the wages of agricultural labor 
lagged behind prices. Any increase in farmers’ profits of which 
this may have been a cause was contributed only to a very small 
extent to the funds made available, whether by taxation or by 
loans, for the prosecution of the war. Owners of urban property 
did little more than hold their own against the rise in prices. The 
mortgage holders, who provide at least half the capital invested in 
real estate, received little or no increase in their money income to 
offset the rise in prices. There are practically no data of value, 
bearing upon the trend of middlemen’s earnings or of professional 
incomes during the war period, and therefore these important shares 
of the national income have not been considered here. 


AFTER-THE-WAR TAXATION 


Professor Davenport’s expectation that the repayment of the 
war loans will be effected through taxation which will fall mainly 
on the masses is, it is to be hoped, more speculative than prophetic. 
If the taxation system by which the loans will be repaid turns out 
to be in substance that which prevailed in pre-war days, he will be 
confirmed in his prediction. The pre-war federal tax system, with 
import duties and excise taxes on tobacco and liquors as its main 
sources of revenue, was certainly not progressive; it was possibly 
even regressive in its incidence. With the greater numbers in the 
lower economic classes than in the higher, and with the greater 
expenditure on commodities, relatively to total income, of poor 
than of rich, the bulk of the revenue came from the poorer classes. 
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The taxes may even have deducted a larger share from small 
incomes than from great. 

The continuance of income taxation as an important source of 
revenue appears, however, to be inevitable. It is a good practical 
rule for income taxation as at present practiced that every con- 
siderable increase in the amount of revenue to be collected through 
an income tax results in an increase of the rate of progression of 
the tax. When taxes are not concealed nor uncertain in their 
incidence, the political resistance to greater taxation is much more 
vocal and effective on the part of the many poor than on the part 
of the few rich. In the modern democracy, the path of least 
resistance to the collection of increased revenue leads to the greater 
taxation of the larger incomes. The only feasible way of keeping 
such taxation within narrow limits by imposing a great share of 
the burden on the shoulders of the poor is to distribute the repay- 
ment of the war debt over a long period. There are practical 
limits, both narrow and inelastic, to the amount of taxes which 
can be collected in any one year from the working classes. But 
just as the poor who cannot pay cash for pianos can pay for them 
on the instalment plan, so the spreading of repayment of the debt 
over a long period of years can be effectively employed to assure 
substantial contributions from the working classes to the repayment 
to the wealthy classes of the war loans. Whether Professor Daven- 
port’s expectations will or will not be fulfilled may depend mainly 
upon whether a long or a short period is decided upon for the 
redemption of the war debt. 

It is to be noted that the continuance of the present graduated 
taxation results during a period of rising prices in an increase from 
year to year in the percentages of the large incomes taken away in 
taxes, even though the nominal rates of taxation and the real 
incomes remain the same. Thus, if an income of $10,000 is subject 
to a 10 per cent tax and an income of $20,000 is subject to a 20 
per cent tax; if the price level rises 100 per cent in a given year; if 
the money income just keeps pace with the rise in prices; then the 
same real income is taxed ro per cent in the first year and 20 per 
cent in the second. Even ifthe present price level is maintained and 
no further rise occurs, the rates of taxation now levied bear more 
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heavily at present and will bear more heavily in the future upon 
the large incomes than they did when the war-tax legislation was 
enacted. This factor may tend of itself and without further 
legislation to make the tax system more steeply progressive in the 
future. On the other hand, a fall in the price level, if accom- 
panied by a corresponding fall in money incomes, will make the 
present tax system less steeply progressive. 

If the war debt is repaid from the proceeds of taxation falling 
mainly on the wealthy, the excess war profits will practically be 
canceled, and the imposition on labor of a double burden will be 
avoided. Considerations of social justice seem to point to such a 
result as a consummation devoutly to be wished. But no tax 
system can be so well devised as to correct with impartial justice 
the economic inequalities resulting from inflation. 


INFLATION AND WAR FINANCE 


The problem of war taxation was not so much one of the dis- 
tribution of the war burden as of taxation versus loans, although, 
of course, the one problem was involved in the other. Admitting 
that the practical situation made it necessary that certain economic 
groups should pay for the war, was it also necessary that their 
contribution should inure in large part as profits to certain other 
groups, then to be turned over to the government as loans instead 
of as taxes? The answer to this rests on the degree of incentive 
necessary to induce capital to enter financially risky ventures 
essential to the war program. Some added profit was probably 
unavoidable if the full co-operation of capital and of business 
enterprise were to be secured. No bribe would have been too 
great to pay for the results accomplished, if a lesser bribe would 
not have sufficed. But a lesser bribe probably would have sufficed. 

Finally, the point may be raised that the economic groups 
which contributed most heavily to defraying the cost of the war, 
through the tendency of their rates of remuneration to lag behind 
price movements, may reimburse themselves in a subsequent 
period of falling prices for such sacrifices as they may have made 
during the war period. In so far as rates are concerned, there is 
strength in this argument. But whereas the entrepreneur gains 
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through increased profits from rising price levels, he is enabled by 
reducing the scale of employment to free himself, in part at least, 
from the losses resulting from continued production at falling 
prices but undiminished rates of wages and interest. Fluctuating 
price levels injure those economic groups whose rates of remunera- 
tion are comparatively inelastic, regardless of the direction of the 
price movement. When prices fall, they lose through unemploy- 
ment. When prices rise, they gain somewhat from fuller employ- 
ment, but lose in real earnings per unit of service. There can be 
no thought of reimbursement at this late date. But Professor 
Davenport asks, on behalf of one of the economic groups which 
contributed in undue proportion to the defraying of the war cost, 
the least that can be asked, that it shall not be obliged to pay 
twice over. 
JacoB VINER 

UNIVERSITY OF CHICAGO 




















NOTES 


DESIGNATION OF PROPRIETARY INTERESTS 
IN THE BALANCE SHEET 


The subject of accounting, which for a long time was looked at 
askance and treated as a stepchild among courses in economics, has 
now come to be rather generally recognized as essential to the training 
of an economist, entirely aside from its place in business training. 
Courses in accounting now appear on the schedules of departments of 
economics in most of our universities and colleges. The reason for this 
is that economists have come to recognize that almost any kind of study 
of the working of economic forces in the business world of today requires, 
among other things, an understanding of (1) the manner in which the 
status of a business investment is commonly set forth, (2) the facts to be 
considered in determining the successfulness of a business investment, 
and its status at a given time, and (3) the type of information needed 
by the business manager as an aid in controlling the investment, and 
the methods by which such information may be gathered. 

But in spite of the growing recognition of the need for an understand- 
ing of these matters by the economist, it is still easy to find evidence 
in the writings, public addresses, and classroom utterances of some 
economists of high standing that these men have not given sufficiently 
careful consideration to the nature of a business investment and the 
manner in which it should be stated. Thus to the instructor in account- 
ing it seems rather unfortunate to have the student assured by the 
instructor in an earlier course in economics that the capital stock and 
surplus of the corporation, or the capital account of the single proprietor 
or partner, is a liability of the business, or at least in the nature of a 
liability. Such a statement must inevitably have the effect of confusing 
the student in his thinking on the nature of business investment. 

It is likely, however, that the blame for this erroneous conception 
is to be laid at the door of the practicing accountants, a large number of 
whom continue the traditional practice of presenting the balance sheet 
of a business in the “account” form, the left side being headed “ Assets,” 
and the right side ‘“‘Liabilities.”” Nearly all of these accountants know 
better, but like the members of most of the professions, they are over- 
conservative, and given to a too close following of precedent. This 
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is particularly true with regard to the balance sheets of banks, which 
are published more frequently than those of other types of business 
concerns, and therefore exert more influence on the lay mind. 

That the amount which represents the interest of the owner or the 
owning group is not a liability of the business in the legal sense of the 
term is quite evident, since it clearly lacks two important essentials 
of a liability. Thus it is (1) not payable at any specified time, and 
(2) it is not enforceable by law. The fact that the law recognizes a 
clear distinction here scarcely needs to be proved or discussed at length. 
But the way in which the terms are employed, and the use of the form of 
balance sheet mentioned above, in which no attempt is made to dis- 
tinguish proprietorship from liabilities, would indicate that many con- 
sider the legal distinction a meaningless one in so far as the real nature 
of things is concerned. 

The attitude just indicated scarcely seems to be justified by the facts. 
It is quite true that the concept of ownership has changed very greatly 
since the legal distinction between liabilities and proprietorship was 
first established. The old concept is well exemplified today, of course, 
in the single-proprietor enterprise and in the partnership. Here the 
owner, after paying off all claims of creditors, can, within certain broad 
limits, do about as he pleases with the remaining assets. In the modern 
corporation, the stockholders as a group have theoretically very much 
the same sort of rights over the net assets of the corporation, but in 
practice it appears that there are often a number of classes of stock- 
holders, with marked differences existing in the nature of the rights 
attaching to the ownership of each class. Just as all liabilities must be 
met out of the fund of assets before the owning group can have any claim 
in the final distribution of this fund, so certain classes of stock are 
preferred to others in the final division of assets, as well as in the distribu- 
tion of income. Also, the rights of a holder of a non-cumulative and 
non-participating preferred stock without voting power are not easy to 
differentiate from the rights of the holder of an income bond, though 
the first is classed as proprietorship and the other as liability. 

Even in the extreme case just cited, however (and neither of the 
securities here mentioned is of a type that is often found), there is a 
distinction which justifies their being classed separately. The stock- 
holder is one of a group, each member of which assumes a share of the risk 
of the undertaking. And even when it is not earning sufficient income to 
allow of the distribution of any to the stockholders, and when it is plain 
that a liquidation of the assets would mean the loss of a part or all 
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of the stockholders’ investment, there is always the chance for con- 
tinuation and for the ultimate success of the undertaking under its 
current management, so long as the equities of the creditors are protected 
and their current claims satisfied. The bondholder or other creditor 
may, if he is willing, assume a risk as regards the income he is to receive 
from the company, but if his principal is threatened through lack of 
sufficient assets to protect his equity, he may call on the courts to take 
steps to protect his interests. This may result in a liquidation and 
dissolution of the corporation, or it may lead to a reorganization, with a 
resulting readjustment of the various claims. 

For this reason, if for no other, the significance of these two claims is 
different, both from the standpoint of the manager of the business and 
from that of its creditors. The status of the business enterprise is not 
correctly represented, either as to the investment of the owning group 
or as to the security of the creditors’ claims, when the balance sheet 
fails to show a separation between the claims of the owning group and 
the claims of its creditors. 

The fiction that the amount of the interest of the proprietor or 
proprietary group is in the nature of a liability of the business to the 
members of this group is one which probably arose out of the inability 
of bookkeepers to explain why the balances of liability accounts and 
those of proprietary accounts both appear on the same side of the ledger. 
The explanation for this, however, is not difficult. Since the total of the 
balances of the proprietary accounts represent the difference between the 
total of the asset balances and the balances of the liability accounts, 
the total of liability balances and proprietorship balances together 
equals the total of the asset balances. By showing additions to pro- 
prietorship on the same side of the ledger as additions to liabilities, 
therefore, a balance is maintained, and double-entry bookkeeping 
thereby made possible. This misapprehension with regard to the 
nature of proprietorship will doubtless disappear when accountants 
universally follow the practice of showing the items whose total repre- 
sents the net proprietorship of the owning group as a separate group on 
the balance sheet, under an appropriate heading. This is done now 
by many of the best accounting firms, but is far from being a common 
practice. 

An interesting commentary on this matter is that while the banks 
continue to issue their statements showing “Assets” balancing with 
“Liabilities,” various associations of bankers require their customers to 
report the status of their business investments on forms which provide 
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for the subtraction of liabilities from assets, and for the showing of the 
result thus obtained, not as another type of liability, but as Net Worth, 
or Proprietorship. The men who prepared these forms were led through 
their desire for definite, intelligible information to forsake the “balance” 
fetish, and to provide for a sane and logical reporting of the facts con- 
cerning the investment of the owners in the business enterprise. 

A. C. HopcEe 


COAL PRODUCTION AND THE STRIKE SETTLEMENT 


There is to be a respite in the bituminous coal controversy—a com- 
mission is to be appointed which will presumably arrange terms of settle- 
ment for wages. But it will be only a respite unless, besides patching 
up a truce on the wages issue, we take advantage of the breathing space 
thus afforded to do some fundamental thinking on the whole economic 
situation of the coal industry and to take measures to put the industry 
on a more satisfactory footing. A mere wage compromise will settle 
nothing. The fundamental need of the industry is more regular and 
more efficient production, and the first step is to have some competent 
body turn the light on the technical and economic facts of the industry 
in the search for possibilities of improvement. This work demands the 
services of expert engineers and men familiar with the mining and com- 
mercial sides of the coal business, but the inquiry should be in the control 
of disinterested persons. 

The typical “hard-headed”’ attitude toward proposals of this type 
is to the effect that there is not much promise in appointing somebody 
to tell somebody else how to run his business more efficiently than he 
does already. If people do somthing that looks inefficient there is 
generally a reason, and it is generally the case that-the removal of such 
apparent wastes would be more expensive than the wastes themselves. 
One may grant the prima facie force of this argument, though the vogue 
of the efficiency expert proves that it does not tell the whole story. 
But in the present case there are definite economic reasons why certain 
efficiency measures might well be profitable for the industry as a whole 
or for the nation as a whole, even if they do not appear profitable after 
the fashion of calculation of employers in general and of the mine opera- 
tors in particular. And there are possibilities of arranging that the 
mine operators should find it profitable to carry out efficiency measures 
which at present they figure do not pay. The present note aims to 
present a working hypothesis in support of this claim. 
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The miners’ demands at the commencement of the recent strike 
included not merely an increase of wages but a demand for a six-hour 
day and a five-day week. This demand has been variously interpreted, 
but it clearly has its origin in the irregularity of production. Some 
explain that if the miners work this much throughout the year they will 
produce at least as much coal as is now turned out, and they seem to 
expect that the result will be to give them work to do in spring and 
summer, as a result of not turning out as much coal in what is now 
the rush season. Others, perhaps, do not really expect that the seasonal 
character of the industry can be cured by any such simple prescrip- 
tion but intend to make the most of it as a point against the employers 
and to register a strong protest, meanwhile safeguarding the earnings 
of labor by an increase in wages. A little analysis will show that to 
limit the working week would not touch the causes of the irregularity 
of production, but would merely increase the cost of getting out 
coal and, very likely, reduce the available supply still further. What 
are the main facts bearing on this question ? 

Bituminous coal is difficult and expensive to store. It is of different 
grades, differing in their capacity to stand storage, and storage under 
water is often necessary if the coal is to be kept from disintegration, 
spontaneous combustion, or other deterioration. Some solve this prob- 
lem in part by converting coal into coke, which will stand storage, and 
this is one of the possibilities which should be looked into by a board 
of experts. At present, common practice is to produce coal only as fast 
as it can be marketed and to furnish no storage facilities at the mines, 
relying on loading the coal directly into railroad cars. It is claimed 
that it is impracticable to store coal at the mines, owing to lack of space 
and to the increased cost of the extra handling involved. As a result 
the operation of the mines is at the mercy of local car shortages as well 
as at the mercy of the market, and the mines have, in typical years, 
operated from 195 to 232 days, averaging 2133 days for the years 1910 
to 1915, inclusive. The war raised the figures to 243 in 1917, and 249 
in 1918, but 1919 shows a falling off. The industry is distinctly seasonal, 
and this fact makes it harder for the railroads to furnish cars as fast as 
they are needed in the busy season. This helps to make railroading a 
seasonal industry also, forcing the roads to carry surplus equipment 
through part of the year to meet the “peak load” at crop-moving and 
coal-moving time. 

It is evident that coal mined in the slack season is worth far less 
than coal mined in winter, and the mine operators would be forced 











82 NOTES 


either to bear the expense or deterioration involved in storage or sell 
the off-season coal at a very heavy reduction in price, in order to make 
it worth while for large-scale dealers to take the storage problem on their 
shoulders. Would this pay? Apparently the assumption is that it 
would not, but there is reason to doubt whether this answer can be 
taken as final. In figuring the minimum price that it pays to accept 
for the sake of keeping the mine running in the off-season, the operator 
presumably charges nothing for return on his investment or other 
overhead expenses which run on whether the workings are open or not. 
But he does figure the wages of the labor that takes out the coal as an 
expense that must be covered. This is so obvious that it seems insane 
to question it. Yet there is strong ground for the thesis that this is not 
sound cost accounting from the point of view of national efficiency or 
even from the point of view of the mine operators themselves, in the 
long run; and that wages ultimately are nearly as much an overhead 
cost as interest on investment is, for purposes of figuring the economy 
resulting from keeping the workings going in slack times and utilizing 
to the full the productive capacity of the industry. 

In the long run it is probably yearly earnings rather than rates of 
wages per ton or per day that have to be maintained at a level high 
enough to attract labor in competition with other occupations. This 
assumes that wages are fixed with reference to coal miners who have no 
side occupations that can be dovetailed with coal-mining and so contrib- 
ute substantially to meet the cost of living. How closely this agrees 
with the facts might require an investigation to determine: many miners 
have their own gardens and it is difficult offhand to weigh the importance 
of such supplementary work. If, however, yearly earnings are the 
significant thing, the operators have to pay very nearly as much wages 
for 213} days, work in a year as they would tor 250 days or 300 days, 
if they could operate that many days with regularity. But this is a 
hypothesis about a long-run tendency, and, however true it may be, 
the private operator is quite correct in figuring that if he works ten 
extra days in the off-season his wage bill for that year goes up by exactly 
ten days’ wages. 

For the nation as a whole, its labor power is a standing asset, and any 
failure to utilize it is just as definite a loss as failure to utilize a me- 
chanical plant. It pays, socially, to utilize labor as long as it produces 
anything toward its own necessary upkeep, which must somehow be 
finally met. Thus social cost accounting shows a gain from employing 
labor in a slack season, even if the product will not pay regular day 
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wages to the laborers; social accounting shows a gain where private 
accounting would show a loss. It is in the light of this sort of accounting, 
with labor largely an overhead cost, that the coal commission should 
study the costs of storage and other ways and means of regularizing 
production. 

But is there any way of getting private producers to adopt findings 
that are in conflict with ordinary cost accounting? The question hinges 
partly on whether it is possible to make wages, within limits, virtually 
an overhead cost to the employer; and anything which would accomplish 
this result would put the regularizing of coal production on a sound 
economic basis. We might exhort the wage-earners to work for less 
pay or next to nothing in the spring and summer months, but this 
hardly offers an inspiring prospect of success. A more tangible proposal 
would be a sliding scale of wages, in which the wages per day or per 
ton are reduced as the number of days’ operation is increased, in such 
fashion as to give the wage-earner some increase in yearly earnings and 
the employer a decided reduction in the wages cost of coal per ton. 
It would need a decided reduction, because if the plan succeeded there 
would be more coal to be marketed and the price would presumably 
have to come down. 

It is not easy to draw up specifications for embodying this sliding- 
scale principle in a wage schedule. The most practicable method might 
possibly be to set a goal of so many days’ operation within a certain 
period, and a basic rate of wages figured on the assumption that this 
number of days’ operation is actually attained. If the goal is not 
reached the employer should pay a bonus wage for the time actually 
worked, the bonus to be figured on the sliding-scale principle, so that 
the men do not get quite as high total earnings with the bonus as they 
would without it if the goal of operation had been reached. If the goal 
is exceeded, possibly the contract could provide a sharp reduction in 
wages for the remaining days of the period. This might not, however, 
be practicable. Probably a better way would be to give the employer 
some latitude in setting the goal, his basic wage rate varying according 
to how high the goal is set, and being calculated by the use of the slid- 
ing scale already worked out. In this case it would be to the employer’s 
interest to set the goal high, and it might become necessary to impose 
a maximum limit on the output goal and a corresponding minimum 
limit on the basic rate of wages. The wage scale should be so fixed 
as to provide fair minimum earnings if production is not speeded up, 
while the gain from increasing the numbers of days’ operation should 
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go more to the employer than to the employee, in order to defray the 
costs involved in regularizing production. The length of the period 
taken as a unit for calculation would also need to be very carefully 
considered. 

The foregoing is merely one suggestion of a means to the desired end. 
If the matter were given serious thought other and better plans would 
doubtless be devised, though none would be “‘fool-proof,”’ nor free from 
administrative difficulties and the need of guarding against evasions. 
But some system of payment working on this principle would give a 
substantial incentive to mine operators to make themselves independent 
of temporary car shortages (thus making it possible for the railroads’ 
cars to be more effectively utilized) and either to store coal in the slack 
season or to sell it at a price that will make it worth while for others 
to store it. Possibly seasonal freight rates would contribute to this 
general result, making it cheaper to get coal to the dealers’ bins in 
summer than in winter. If the seasonal demand for coal cars could be 
evened in this way, it would be well worth while, and a sound applica- 
tion of the principle of the load factor. 

Of course, if the cost of storing bituminous coal is absolutely pro- 
hibitive, and conversion into coke impossible, all this is useless specula- 
tion. But a cost that would be prohibitive to private operators on the 
ordinary basis of figuring may be far from prohibitive if the problem 
is attacked in the light of the principle here set forth. The bituminous 
industry appears to be one of our most interesting examples of idle 
overhead and to offer a great opportunity for economy through improv- 
ing the load factor. Even if the seasonal peak cannot be evened out, 
some chances for increased efficiency can nearly always be pointed out 
by technical experts in a business in which production is decentralized 
and carried on in relatively small-scale units and by methods largely 
influenced by custom. Only through increasing efficiency can increases 
in real wages be made self-supporting from the point of view of the 


community as a whole. 
J. M. CLark 
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BOOK REVIEWS AND NOTICES 


The Farmer and the New Day. By Kenyon L. BUTTERFIELD. 
New York: The Macmillan Co., 1919. Pp. ix+311. 


Since the purpose of this volume is to express its writer’s “convictions 
concerning the ultimate welfare of the American farmer,” and since he 
is animated by a “desire to see the rural problem as a whole and to dis- 
cover the fundamentals of its solution,” it is obvious that, although it is 
distinctly the book of a sociologist, much territory in which the economist 
is interested is embraced at least by implication within the bounds of 
its discussion. 

President Butterfield is not arguing primarily for particular economic 
measures which would contribute upon the material side to the welfare 
of the farmer. Chiefly he urges that the socio-political arrangements 
which have made the farmer in all ages an underling and an outsider in 
matters of social control must be recast in such a way as to give him a 
full voice in the shaping of the national life of the future, and that the 
environmental influences mediated by his level of income, his educational 
institutions, and his social position must be such as to make this par- 
ticipation in the democratic control of the national destinies wise and 
safe. Only when farmers sit at the council table of the nation can we 
expect an adequate national agricultural policy to be forthcoming. 

Clearly it was not within the author’s purpose to present an analytical 
study of the economics of agriculture—of land tenure, farm-products 
prices, rural credits, and the like—but it seems distinctly unfortunate 
that, instead of stressing the great need of further research and scientific 
analysis as a prerequisite to sound constructive measures along these 
lines, he has taken his postulates from a traditional dislike of tenancy 
as such, an easy faith in cheap loans as a means of redressing the balance 
in either the capital account or the income sheet of the farmer, and a 
sentimental price philosophy which assumes that “our system of dis- 
tributing food products works in general against the farmers’ interests.” 

The remedy prescribed is “organization.” We read: 

The main object of organizing the rural community is to try to secure the 
co-operation of all associated effort and individual influence on behalf of a 
generally accepted plan or program for improving the community at all 
points. By reason of such co-operative endeavor, should emerge at last a 
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group of people with one mind as to the desirability of working together for 
one large purpose and in the finest spirit of co-operation. Remember again 
that organization is merely the co-operation of all the people. It is an assem- 
bling of all factors that make for better working and living together. It im- 
plies a group of people working as one. The ideal is the most complete 
possible co-operation of all individuals and all groups in a small natural area, 
making their best efforts in the common task of securing the greatest possible 
improvement in all things that make for the common good [p. 165]. 


The distinctive feature of the plan proposed lies in its desire to 
fund all the diverse lines of human endeavor, economic, educational, 
religious, recreational, etc., under one comprehensive community 
scheme of organization. From the dedication page forward, there are 
abundant evidences of the strong influence of the Grange tradition and 
philosophy. Without wishing in any way to disparage this high ideal 
we might yet suggest that the Grange has not apparently proved to be 
the type of organization best fitted to take hold of and retain the active 
allegiance of that great majority of our rural workers whose affiliation 
must be secured if the great ends which Dr. Butterfield has sketched 
are to be achieved. Just as the Knights of Labor and similar grandiose 
plans for the comprehensive organization of industrial workers have 
been superseded by narrower but more intense types of unionism, leav- 
ing the other activities of the group life to be organized under various 
other societies, lodges, and what not, whose membership is generally 
shared in common with representatives of other callings, so it seems 
probable that a like functional division is becoming clearly marked in 
agricultural organization, with numerous business associations firmly 
established in suitable local areas, but affiliating themselves for large- 
scale efficiency into state, regional, or national organization along this 
single line of endeavor, while other functions of the same rural group 
are becoming independently organized according to a similar plan. 
While the discussion of rural community organization set forth in The 
Farmer and the New Day is extremely interesting and stimulating, it 
seems to hark back somewhat to the utopian days of Robert Owen and 
other too-good-to-be-true prospectuses for the perfection of the social 
compact. 

However this may prove to be, the men and women who are to be 
the active force in the self-realizing and progressive agriculture of 
tomorrow need, more perhaps than anything else, to be infused with 
the spirit of Dr. Butterfield’s message. The book, both by its style 
and by its content, is well suited to take a place upon the table of every 
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reading farm family, in every library with a rural clientéle, and to be 
incorporated somewhere in the reading assignments of every young 
man and woman whose college course is supposed to fit them for a rural 
career. 

Space does not permit the mention of more than a few of the many 
excellent suggestions developed in the course of the discussion. Drawing 
no doubt upon his own experience, the writer presents some stimu- 
lating and pertinent views upon the development of agricultural educa- 
tion, the proper field of government activity, the imperative call for 
self-help, and the proper relation between local efforts, state institu- 
tions, and federal support and control (see chaps. vii and xi). Likewise 
there are some pregnant words concerning the true nature of rural 
leadership and the duty of officials of farmers’ organizations to “have 
the courage to tell the farmers at times that they are wrong in their 
attitude”’ (pp. 203 ff.). 

In an Appendix prepared by Dr. Alexander E. Cance there is pre- 
sented an outline sketch of a tentative agricultural policy for the United 
States and a “conference group” by which such a program might be 


formulated. 
E. G. Nourse 


Iowa STATE COLLEGE 


Principles of Government Purchasing. By A. G. THomas (Institute 
for Government Research). New York: D. Appleton & Co., 
1919. Pp. 275. $2.25. 

This book is a real contribution to public finance and administration. 
Basing his proposals upon a study of the purchasing systems of thirty 
large corporations and American municipalities, the author indicates 
in practical terms steps toward increased efficiency and economy through 
centralization of government purchasing. 

Compared with the purchasing problem of some of our large industrial 
corporations, that of any particular city government is a simple one. 
Yet the decentralization of the purchasing function in governments and 
the maze of legal restrictions and red tape thrown about the purchasing 
process has resulted in anything but efficiency and economy. The 
danger of unfair and corrupt use of centralized power by the government 
purchasing officer should be guarded against by concentration of responsi- 
bility and the fullest light of publicity. 

All of our large corporations recognize the value of centralization of 
purchasing. One of the forms of centralization used by corporations— 
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that of a central price-securing and price-agreement agency with decen- 
tralized issue of purchase orders—is applicable to all municipal govern- 
ments. However, there is no reason why central purchasing for cities 
should not go beyond this and include issuance of purchase orders, 
follow-up, and checking of invoices. Of 113 cities investigated, 64 have 
centralized their purchasing in greater or less degree. Prominent 
among these is New York City. 

In the second part of this work the author has presented the practical 
principles and technical procedure for centralized government purchas- 
ing, by means of a detailed comparison and contrast of the purchasing 
methods of well-known American corporations, railroads, and important 
municipalities, including New York, Cleveland, Chicago, and Baltimore. 
The conclusions concerning the best methods and procedure are reached 
after a careful consideration in each case of the difference in purchasing 
for a corporation and purchasing for a municipality. Some of the 
subjects discussed are: determination of purchase requirements, current 
market conditions, elements essential to securing fullest competition, 
development of specifications, methods of inviting bids, form of purchase 
agreement, making awards, follow-up, inspection of goods, and handling 
invoices. 

The Appendix to the book provides a detailed description of the 
purchasing systems of the General Electric Company and the New York 
Central Railroad. It also contains a specimen continuing agreement for 
city purchasing. 

Information concerning the experience of European cities as to 
methods of purchasing, and contrasts of American methods with these 
European methods, would have been valuable additions to this study. 
On the whole, the author is a pioneer in his field, and the book will be 
appreciated both by the student and by the man of practical affairs in 
public finance and administration. 


ERNEST H. SHIDELER 
UNIVERSITY OF CHICAGO 








